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INTRODUCTION
TO ACTUARIAL SCIENCE
By H. A. FINNEY

The American Institute of Accountants announces the
publication of INTRODUCTION TO ACTUARIAL SCIENCE
by H. A. Finney.
The copyright of this book has been donated by the author to
the endowment fund of the Institute and publication is made under
the auspices of that fund.
The text consists of articles appearing in The Journal of Ac
countancy for December, 1919, and January, 1920, and in addition
solutions of all the problems in actuarial science contained in the
examinations of the American Institute of Accountants up to and
including May, 1920.

Accountants and accounting students are taking an increasing
interest in actuarial science as a means to greater facility of tech
nique.
Actuarial science is the sign-post pointing the way to
many short-cuts and more accurate results.
There have been many requests for an elementary treatise on
actuarial science. Mr. Finney’s book fills the want.
Every accountant and accounting student should possess this
important addition to accounting literature.
INTRODUCTION TO ACTUARIAL SCIENCE consists of
128 pages 5x7 inches. Binding and paper are similar to that of
DUTIES OF THE JUNIOR ACCOUNTANT also published
under the endowment fund.
ORDERS MAY BE MADE ON THE FOLLOWING FORM.

The American Institute of Accountants,
1 Liberty Street, New York.
Gentlemen:

Enclosed find............................. for which send................. . copies of
INTRODUCTION TO ACTUARIAL SCIENCE by H. A. Finney, at
$1.50 a copy to the following address:
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Announcing the
Walton Cost Accounting Course
Enrolments are now being entered for instruction in the Walton
Cost Accounting Course, which will be offered November 15, 1920.
Thousands of manufacturers, large and small, are seeking a
closer knowledge of their costs; but it is difficult for them to find
men with the proper technical qualifications to secure the needed
information. From all parts of the country come, insistent demands
for Walton training in this vital subject.
In the new course, the principles and methods of factory cost
accounting are fully treated, and the student keeps actual General
and Factory Cost accounts on loose-leaf practice sets. This method
of instruction combines the teaching of cost accounting principles,
and their practical application, which is essential in order to give a
thorough workable knowledge of the subject. In the preparation of
the course we have kept in mind the advice of the prominent cost
accountant who expressed the hope that: “Your Cost Accounting
Course will be an embodiment of a perfectly under standable, work
able conception of Cost Accounting.”
The Walton Cost Course is offered with full confidence that it
will prove as effective, in its field, as our courses in Constructive
Accounting, Advanced Accounting and Business Law, through
which Walton students have won high honors six times in American
Institute Examinations, nine times in Illinois C. P. A. Examinations,
and twice in Alberta(Canada)Chartered Accountants Examinations.
The Cost training will be available only to those who have com
pleted our course in Constructive Accounting, or who have an
equivalent knowledge, or who have had practical experience in cost
work.
The introductory tuition fee at which the Cost Accounting
Course is offered will be in effect only until January 1, 1921.
For full information in regard to resident or correspondence
instruction, write for our Bulletin R. Address Warren J. Avery,
Secretary, 882-892 Massasoit Building, Chicago, or Harold Dudley
Greeley, C. P. A., Resident Manager, 31 West 43rd St., New York
City.

Walton School
Commerce
882-892 Massasoit Building, Chicago
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The “Swan” Safety
Posting Fountain Pen
Has been specially designed to meet the Accountant’s
everyday needs. Consequently it has the following

Points of Superiority
The carefully ground point makes a fine, even line
that is distinct, even where limited space necessitates
small writing. It can be used with equal facility
on the scratch pad and the ledger.
It is always convenient because it will not leak and
can be carried in the pocket or loose in the case. The
flow of ink is sure and steady as long as the point is
in contact with the paper.

It is economical because the iridium-tipped gold
point is unaffected by the chemical action of ink. It
will long outlast its money-value in pencils or corrodi
ble steel pens.
It enables the Accountant to concentrate on his work
because it does not require frequent sharpening or
dipping; does not blot, scratch, or spatter; and makes
a clear, fine line that needs no blotting.
Because it is free from these annoyances and thus
enables the Accountant to give his undivided attention
to the item he is entering or the calculation he is
making, it is a time- and trouble-saver. It writes
smoothly, readily, and easily, and will not cause
writer’s cramp as it writes at the lightest touch on the
paper. It is of one the Accountant’s best mechanical
aids.

Test This Pen For Yourself
If you will write on your firm’s letter head, enclosing remittance, we will be glad to send
you a “Swan” Safety Posting Fountain Pen. If it is in any way unsatisfactory you may re
turn it to us at the end of ten days and the price will be refunded to you.
Size 2,
$3.00
Federal Tax .15

Size 3.
$4.00
Federal Tax .20

Size 5,
$5.50
Federal Tax .28

Size 4.
$4.50
Federal Tax .23

Mabie Todd & Co.

17 MAIDEN LANE,

209 5. STATE ST

NEW YORK

CHICAGO
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How the Remington Accounting
Machine Reduces Bookkeeping Costs
The Remington Accounting Machine
(Wahl Mechanism) is a combined typewriter
and adding machine which writes and adds
in one operation. The totalizers are minia
ture adding and subtracting machines, which
add (or subtract) vertically of across the page.
As the figures are written, the totalizers reg
The Totalizer
ister the amounts and automatically add
them to (or subtract them from) the previous accumulations.
Briefly, the totalizers make adding and subtracting mere
“by-products” of writing. Thus the usual time consumed by
these operations is saved entirely in billing, ledger posting, state
ment writing and all departments of bookkeeping work.

The totalizers are movable and will add or subtract in
any columns anywhere on the page.
The operation of the REMINGTON ACCOUNTING
MACHINE is simple — any typist can learn its use in one
demonstration.
A demonstration of this machine is yours for the asking,
without any obligation to your
self. We want accountants every
where to know the time and cost
saving capacities of this machine.

Remington Typewriter Company
(Incorporated)

Accounting Machine Department
374 Broadway
New York, N. Y.

Branches Everywhere
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NATIONAL Blank books & Loose Leaf Devices

FAMILY
EXPENSE
BOOK

LOOSE LEAF
MEMORANDA
BOOK

HOW ABOUT A BUDGET SYSTEM FOR
YOUR HOUSEHOLD EXPENDITURES ?
THE NATIONAL FAMILY EXPENSE BOOK has rulings and special forms
for keeping complete records of daily expense, which can be totaled at the end of the
month. This enables the housekeeper to make exact records of all expenditures and
receipts and know at any moment the balance of cash on hand and the amounts expended
for the various items.
THE LOOSE LEAF MEMO is the ideal way to preserve notes, addresses, data,
cash account, business and personal matters—all in the same cover, properly indexed,
so that any subject may be found without loss of time. These items which are promi
nent in the National Line may be obtained at your stationer’s. Ask for National
Blank Books and Loose Leaf Devices.
Send for free copy of "GOOD FORMS FOR BOOKKEEPERS"
showing hundreds of ready ruled and printed forms for accounting.

National Blankook
BCompany
22 Riverside, Holyoke, Mass.
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The Accountant has the “Inside Track”
This is the golden age of industrial
enterprise. And industry is calling
for three types of men: (1) the Capita
list—to provide the material arid
tools necessary for production; (2)
the Laborer—to operate the tools
which fashion the product; (3) the
Manager—to plan how capital and
labor can most efficiently be employed
to the end that substantial profits
shall be earned.
Capital and Labor are vitally impor
tant, but neither could function with
out Management which supplies the
essential leadership.
And though capitalists and laborers
can be had in sufficient numbers, it
is impossible, at this time, to supply
industry’s insatiable demand for man
agers.

Your Opportunity
Here then is the accountant’s oppor
tunity— your opportunity.
Train
yourself to qualify as an Industrial
Manager or Consultant.
Now the kind of a man who makes a
good accountant will not necessarily
make a good managing executive,
but at least he starts with everything
in his favor. For to be a good ac
countant he must have the type of
mind best fitted to cope with man
agerial problems—he must be trained
to analyze production costs and must
know the inside facts and figures
about the business with which he is
connected.
Undoubtedly, the accountant has the inside
track to important executive positions and at the
present time there are thousands of such posi
tions seeking the right kind of men to fill them.

Take Stock of Yourself
It’s time, therefore, to take stock of yourself,
to size up your assets and liabilities and ask
yourself these two questions: (1) What do I need

to capitalize my experience as an accountant?
(2) How can I get the training which will fit me
to become a General Manager?

The president of a great industrial organization
recently answered question number one.
“What the accountant needs if he seeks man
agerial position or if he would make himself,
really valuable as an industrial consultant is a
sound manufacturing education. He must
learn the basic principles which govern factory
organization and administration, the selection
and layout of buildings and equipment, the
planning and routing of work, wage systems and
bonus plans, the generation and use of power,
executive statistical control, etc., etc. He
must be trained to direct and control all the
agencies of production.”

An Organized Course of Study
“The Factory Management Course and Service” of the
Industrial Extension Institute answers question number
two. The Institute specializes in training men to become
Industrial Managers. It does this through a home course
of study based on the University plan and consisting of
lectures, talks, text books, reading assignments, problems
and model solutions to these problems, and a consulting
service to help the student interpret and apply these basic
principles to the work of industrial organizations.

The “Factory Management Course and Service” is the only
thing of its kind. No school or college could give you the
expert advice and teaching of famous industrial specialists
such as Gantt, Knoeppel, Ficker, Babson, Steinmetz, Myers,
Case, etc., who have cooperated to produce this course.
Right now, hundreds of accountants are enrolled with the
Institute. In fact no less than 15% of the last thousand
men who enrolled for the “Course and Service” are ac
countants. Followtheirexample. Make the most of your
natural advantages and increase your earning capacity to
its maximum.
Tear off the coupon below and send for:

“Thinking Beyond Your Job”
—the interesting 100 page booklet that tells you everything
you want to know about the “Factory Management Course
and Service.”

Industrial Extension Institute
Nine East 45th Street
New York City

Send me “Thinking Beyond
Your Job” without obligation

Name.......................................................
Home Address.......................................
Position..................................................
J. A. Oct. 1920
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VANNAIS TRAINED MEN
CONTINUE TO WIN
THEIR C.P.A. DEGREE
The results of the C. P. A. examinations again demonstrate
the real merit of Vannais accountancy training and C. P. A.
preparation.

These Vannais-Trained Men won their C. P. A.
Degree in the May, 1920, Examinations.
NAME
ADDRESS
John W. Armstrong................................................................. Nutley, New Jersey
Irving Batkin................................................................. ........... 6 Storm Avenue, Arverne, L. I., N. Y.
Dwight W. Carter..................................................................... 89 Fair Street, Wallingford, Conn.
Robert Gauss............................................................................. 82 Wadsworth Ave., New York, N. Y.
Emil Gluck................................................................................. 1590 Amsterdam Avenue, New York, N. Y.
Archibald Gold.......................................................................... 114 Glenwood Avenue, Jersey City, N. J.
Benjamin Harrow....................................... .......................... 2368-83rd St., Brooklyn, N. Y.
Asa A. Hollings............................................ ..........................34 Julius Street, Hartford, Conn.
Walter Jacobson....................................................................... 977 Tiffany Street, N. Y. C.
Edward Klein........................................ ................................. 725 Broadway, New York City
J. M. Lehrfeld............................................................................ 1001 Eastern Parkway, Brooklyn, N. Y.
Milton Leight............................................................................. 1552 Minford Pl., Bronx, N. Y.
Daniel Levy................................................................................. Room, 1107 Times Bldg, New York, N. Y.
Francis X. McElroy.................................................................. 301 St. Nicholas Ave., New York, N.Y.
Oscar Mautner........................ ............................................... 2028 Grand Concourse, New York, N. Y.
Joseph J. Morris........................................................................63 E. 121st. St., New York, N. Y.
Isidore Moses................................................................. ........... 98 Ave. “D”, New York, N. Y.
Louis Perlysky........................................................................... 57 Windsor St., Hartford, Conn.
*Alvin M. Powell........................ .................................................47 Connecticut Ave., Greenwich, Conn.
Archie F. Reeve.......................................................................... 8 Amherst Ave., Jamaica, L. I., N. Y.
William H. Roberts.................................................................. 155 Beech St., Yonkers, N. Y.
Robert W. Wilson.................................................... .............. 16 Brookfield Road, Montclair, N. J.
Lester Witte............................................................................... 304 Macon St., Brooklyn, N. Y.
* Winner of Gold Medal Awarded by Conn. Society of Certified Public Accountants.

In addition to the foregoing, fourteen of our students passed
in two subjects and have but one more subject to pass.
Six failed.
Conclusive evidence of this order has convinced the most skep
tical that Vannais training produces definite and highly satis
factory results.
Our instruction is for correspondence study exclusively and
is arranged to meet each student’s individual training needs.
WRITE US FOR CATALOGUE.

Working knowledge of bookkeeping necessary for enrollment.

The Vannais Accounting Institute, Inc.
30 Asylum Street, Hartford, Conn.
150 Nassau Street
New York City

100 Boylston Street
Boston

1221 Arch Street
Philadelphia, Pa.
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Report of the President*
By Waldron H. Rand
We have arrived at another year’s close in the life of our insti
tute. Another retrospect is in order. Another outlook into the
future invites us.
It is the occasion for change in officers and guiding minds.
There is a limitation of a two years’ term for our president, and
our executive committee and the standing committees at this
time are subjects for reorganization.
Preferment in the institute by election to these offices is a
thing to be highly esteemed. They constitute positions of highest
honor in the profession. Membership in the executive committee
may be compared to a government cabinet position—at least, as
we used to consider the cabinet position—where council is taken
together before the determination of action. Many responsibili
ties are placed upon this committee by the constitution and bylaws.
Its duties include strict observance of attendance at meetings and
of familiarity with a multitude of business matters, upon the right
settlement and prosecution of which the success of our institute
largely depends. We cannot ask any better or more faithful and
intelligent service than has been rendered by the executive com
mittee during the administration now closing.
The reports of the executive committee, the board of exam
iners, the treasurer, the secretary and various standing commit
tees form, as usual, references which every member of the institute
should carefully read.
We are a going concern, and we are headed in the right direc
tion. During the past year our membership has been increased
* Presented at the annual meeting of the American Institute of Accountants, Wash
ington, D. C., September 21, 1920.
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by 56 members and 62 associates. In addition to the work incident
to this increased membership, including the preparation of ex
amination papers and the conduct of oral examinations, our
board of examiners has examined the written papers of 1,101
candidates for the C. P. A. registration. The various states seem
to like what they are pleased to call a standard examination.
But we must be careful to make our standard reasonable and not
to place the requirement so high as to create a demand for knowl
edge superior to what might be expected of a candidate possessing
but four years’ public practice.
There is one interesting thought involved among many in this
examination of candidates for practice as public accountants.
As now regulated the technical examination required is rather
easy for those otherwise eligible for admission to the institute,
while it is rather difficult for candidates for registration as certi
fied public accountants.
About 20 per cent to 40 per cent of the latter group of candi
dates are successful in passing, while there are about 70 per cent
of the former group who succeed.
A principal reason for this is that the problems in practical
accounting are mostly taken from the actual practice of public
accountants. And candidates who have had the longer experience
as public accountants have less difficulty in understanding a prob
lem and applying right principles to its analysis and solution.
While the increase in cost has been great during the year just
closing compared with the fiscal year ended September, 1919,
we are able proudly to refer to an increase in our financial net
worth and an increase in our net income for the same period. The
committee on budget and finance has prepared a budget for next
year totalling disbursements of about $47,000.
Our review of the past year would be lacking an important
essential of progress were we to omit reference to The Journal
of Accountancy, the circulation of which has increased from
12,000 in 1919 to approximately 14,000 paid subscriptions. Credit
for this success is due to several causes, prominent among which
has been the capable editorship by our secretary, the wise super
vision of the committee on publication and the practice advocated
by many of our instructors in accounting of subscriptions by
undergraduates in our schools of commerce.
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We heartily commend the bulletin, issued to members by the
secretary, as a powerful agency for united thought and effort. The
bulletin is a confidential, monthly summary of news concerning the
activities of the institute and other matters affecting the account
ancy profession at large. It has steadily grown in favor since
its first number was printed in December, 1916. The librarian’s
circulars also are to be praised, and your attention is particularly
invited to Mr. May’s report on administration of endowment,
which evidences so prominently the great and increasing benefit to
our members of this wise provision for their help.
We have taken a long step forward for the perpetuity of the
institute in the acquisition of a permanent home in New York.
This will permit opportunity for the growth of our statistical
library and the work of our librarians, will supply much needed
room for the clerical force required by the secretary, and for the
added labor connected with our publication of The Journal,
and furnish an accessible office for out-of-town members visiting
New York.
The professional public accountant has experienced a prosper
ous year. Many have returned to practice who have been serving
government in war-time. The soldier’s uniform has been laid
aside and in most cases the accountant has shown himself abler
and wiser for his war experience. The business man to a greater
extent than ever has demanded the services of an experienced
guide for the keeping and closing of his accounts and multitudes
have had to call for help in the preparation of tax returns.
Considerable work has been done to further one of the prime
objects of our organization. I refer to the first object as read
in our constitution, “to unite the accountancy profession of the
United States.”
Regional meetings have been advocated as one line of effort
for the accomplishment of this purpose. Members who are located
at a great distance are frequently prevented thereby from attending
conventions of the institute. It is expected that regional meetings
will admit of partly overcoming this disadvantage and largely
make for the prosecution of the common aim for unity.
Chapter organizations also have been seriously considered and
are expected some time to become an achieved reality, at least in
some states where now there exists no state society.
Contra to our many increases and visible growth we are met
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by the inevitable loss by death among our members. Their work
here is ended and they present to the Great Judge a balance-sheet
to exhibit their net worth. Their true value may be unknown to
us, and we seem to see only the assets of their report. We inherit
some of these as reflected in their past connection with our pro
fession, and, like true goodwill, their past association with us
should and will continue an encouraging incentive to right effort
on our part and to greater appreciation of our profession on the
part of the public.
We are looking toward the future with feelings of strong
faith in the men of our profession. Some of us are growing
old and feel the weight of declining years, while our hearts still
beat exultantly over the prospects ahead. Our young men will
take up the work in our stead and will bring renewed vigor and
increased talents into action. May we speak a word of caution?
It is this: “Do not, by thought, word or deed, commercialize this
profession of accountancy.” The new practitioner must not
expect to build a practice except by slow stages. He may secure a
partnership in some established firm. He may be greatly helped
by recommendations of fellow accountants, but his new client
will come chiefly because an old client has been faithfully and
ably served. His increased earnings will come from increased
merit. The faithful physician does not measure his success by
the size of his bill nor does he depend upon a contingent fee. To
heal the sick and relieve the suffering is his goal. The bill is
secondary. This theory may seem visionary, even delusive, to
some, when applied to the practice of the public accountant. But
the most important part of our work is not the preparation and
collection of our bills for services, but the healing of the business
sick and the relief of the business suffering, and, it may well be
added, the prevention of both business sickness and suffering. A
reputation of ability to cure and to prevent will prove a better
advertisement than all others combined.
Waldron H. Rand.
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Supervising the Work of the Accounting Staff*
By John R. Wildman
The accounting staff may mean any number of men from one
to four hundred and fifty. Its function is to perform the field
work, gather the necessary data for and in some cases prepare pro
fessional reports, embracing a number of types and covering a
variety of subjects.
Supervision varies as the staff increases in number and dis
tribution and the engagements vary in diversity and complexity.
It is a simple matter to oversee the work of five men engaged in
making regular audits. It is a somewhat complex matter where
there are from four to five hundred men distributed over twentyfive offices and handling engagements which embrace defalca
tions, estate accounting, public utility investigations, tax revisions
and audits of industrials, comprising in some cases perhaps as
many as one hundred and fifty companies.
The accounting staff is derived from many sources. There
is the man who, anxious to make his career in accountancy, comes
recommended by a mutual friend. There are those who come
from schools, the aim of which is to prepare men for the pro
fession. Bookkeepers, clerks, statisticians and representatives of
sundry other vocations find their way by devious routes to the
average staff. Some are well educated and prepared. Others
have much to learn. So it is that the personnel plays an impor
tant part in the problem of supervision.
The ideal staff is one comprised of men of fine character,
pleasing personality, keen mentality, good general education, high
technical ability, supplemented by experience in meeting the prob
lems which arise in responding to the needs of clients. If the real
were to coincide with the ideal there would be little to super
vision but the marshalling of forces and the handing out of en
gagement memoranda.
But supervision goes further back than assigning men to en
gagements. It begins with the selection of the men for employ* A paper presented at the annual meeting of the American Institute of Accountants,
at Washington, D. C., September 21, 1920.

245

The Journal of Accountancy
ment. It examines into their past, investigates their references,
tests their mental and technical ability, considers their personality
and their probability of development.
The practice of accountancy involves not only the man on the
staff; it involves consideration of the client, the engagement,
conditions, relations. Clients may be as varied as the varieties
of the human race. Engagements may follow perhaps ten differ
ent types but the conditions and relations attending them may be
manifold. All these matters have their bearing on supervision.
The staff, from a point of view of composition, should be
well balanced. The ability to handle what may be regarded as
general engagements should be supplemented by ability to take
care of special work. Thus either the men who look after the
regular audits must be able to do brokerage, trust company, cost
work, etc., or provision must be made to carry men who are
specialists in these lines. As to the latter, a jack of all trades
may be in traditional disrepute, but the man on an accounting
staff who is master of several special lines as well as a good gen
eral accountant reduces greatly the worries of the man who is
responsible for the composition of the staff. Specialists too often
result in an excess of unemployed time if the special engagements
decline in number and the specialist is not able to turn his hand
to general work.
The requirements of engagements call generally for a divi
sion of accountants on the staff into two classes. One class is
made up of those who take charge of engagements, referred to by
some firms as in-charge accountants; by others, as seniors. The
second class is that great body comprised of individuals known
as assistants. Perhaps every nine out of ten engagements call for
such classification. Every now and then, however, an engagement
appears which requires a further division of the latter class. Such
are the cases where the volume of detail work requires a number
of assistants with some one, acting as an aid to the man in charge,
overseeing the work of the assistants. There is also the engage
ment, comparatively simple in character, in which a high grade
assistant performs all the work connected with the engagement
including the preparation of the report. In such an engagement
he takes pride in the fact that he is entrusted with the work and is
classified for the time being with those who take charge of engage
ments.
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Thus is a third class introduced, which is somewhat difficult
to describe. The man who falls into this class may be engaged,
one day, as first assistant on a large or fair sized engagement;
the next, on one by himself. Such accountants have been referred
to both as semi-seniors and as senior assistants. But regardless
of the names by which they are known it appears that supervision
must take cognizance of at least three classes, possibly more.
It is presumed that the public accountant who is retained by
a client to undertake an engagement will make every effort to
serve the client faithfully and well. If for one reason or another
it is necessary or desirable to delegate the work of carrying out the
engagement in whole or in part to representatives, the presump
tion follows that the accountant will so regulate and keep in touch
with the work of such representatives as to satisfy himself that
the work has been carried out in accordance with his ideas, to the
end that for purposes of relations with clients he may adopt the
work as his own. It therefore devolves upon the accountant to
devise some means of bringing this about. It is this, taking into
consideration all the factors involved, which is expressed in the
term supervision.
Satisfactory service to clients depends obviously on finding
out what the client wants. Many a client has been forced, so to
speak, to take and to pay for something which he neither ordered
nor wanted. In many cases such miscarriages of service have
been due to failure on the part of the person who took the en
gagement to find out definitely what the client desired, or, where
the client was not entirely clear, to study the situation, squarely
from the client’s point of view and advise him as to his needs.
Too many engagements are taken and performed in a perfunctory
manner without regard to the point of view of the client, his rela
tions and needs.
With this point covered, supervision must needs take into con
sideration the accountants on the staff in connection with their
work in the field and in the preparation of the report.
It is to be expected that the accountant to whom the engage
ment is assigned will receive a memorandum of some sort, setting
forth not only the essential requirements connected with the en
gagement but any special information which will throw light on
the situation or assist in any way in carrying it out to the satis247
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faction of the client. Many times the person who takes the en
gagement gleans bits of valuable information from conference
with the client, and this information should be passed on to the
accountant who is to undertake the work. One client, for example,
mentioned casually during a conference that he wished but one
copy of the report. The remark fell on deaf cars. The client
was much annoyed when later he received three copies.
It is also helpful if the person who took the engagement has
an opportunity to go over the case with the accountant assigned
before the latter takes up the work. Many minor points, which
may not be embodied in the engagement memorandum, are thus
passed on and contribute to the successful execution of the en
gagement.
Once in the field the accountant in charge is expected to lay
out his work, assign his men and busy himself with the more
important phases of the engagement. As to the proper perform
ance of the work assigned he may either inspect it himself or
delegate such function to his chief assistant.
It should be pointed out that the part of supervision which
consists of inspection of work done by assistants should not be too
long delayed. Frequently an assistant fails to understand his in
structions and so unintentionally does unnecessary work or work
which is wrong in principle. Again, men who are careless and
who make mistakes creep into the corps of assistants. For such
reasons it is important that all work performed by assistants
should be inspected not only frequently but soon after it has been
started.
The general progress of the engagement and the work of the
accountant in charge should be reviewed in the field as often as
the requirements of the engagement and the circumstances sur
rounding it indicate. On some engagements the work of the ac
countant in charge as well as that of the juniors needs inspection
several times during its course. On others a general review of the
situation just before the field work is completed is all that is
required. Anything of this kind would probably be unsafe except
in cases where men in charge of engagements are old and trusted
accountants whose ability and reliability are known quantities.
Apropos of this point it may be said that some accounting
firms have, in addition to the three classes of accountants pre-
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viously mentioned, a fourth class comprised of men of unusual
ability and long service known as supervising accountants. It is
the function of accountants in this class to spread themselves
over several engagements, apportioning their time among the
various engagements as needed. Such accountants do not to any
great extent participate in the actual work but give their attention
to the respective engagements to see that they proceed with utmost
speed and efficiency.
Field supervision tends to reduce the time necessary to review
a report and working papers. While the practice with regard to
the preparation of reports differs in different organizations the
reviewing of working papers probably is about the same in all
cases. It consists in looking over the papers to see that the
figures are tied up, that general and controlling figures are properly
supported, that analyses set forth the necessary information, etc.
It is usual, also, in reviewing papers to quiz the accountant in
charge of the work concerning it. This is based on the theory
that a man who has properly carried out an engagement should
be able to furnish any reasonable information about it. Further, if
the person who reviews the papers is not able to ask the accountant
a question which he cannot answer the chances are the client or
his employees would not be able to do so.
In some public accounting organizations the reports are written
by so-called principals, that is, members of the firm, or some
one of equal authority. In other organizations the reports are
written in the rough by the accountants in charge. Each method
perhaps has certain advantages. The former probably tends more
strongly to uniformity. The latter has in its favor the fact that
more reports may be turned out in a given time. It also adds inter
est and responsibility to the accountant’s work besides developing
and broadening him.
Where the latter method prevails it becomes necessary for
the reviewer, in addition to examining the papers and incidentally
the accountant, to go carefully over the report. The statements
must be reviewed for form and content. The comments must be
read not only from a technical point of view but a literary point
of view as well. Diction, paragraphing and punctuation are
essential to clear expression. After all, the most brilliant and
clever findings are of no avail unless so expressed that the layman
can understand them.
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The certificate and the presentation page must be perused for
structure, usually to see that they are in keeping with some pre
scribed form. These parts of a report are generally worked out
with care and standardized. Statements also may follow more
or less after a set form. Comments, of course, must be made to
fit the particular case, except that a certain order or arrange
ment of topics may be laid down.
Standardization is much to be desired, particularly where a
number of different accountants are preparing complete reports.
It is possible to a certain extent but may not be carried safely
beyond a certain point without resulting in a report which is stilted
and sometimes meaningless. For example, an accountant on the
staff of a certain firm was told that the report for a given corpora
tion, the officers of which were very particular, once having been
prepared by a member of the firm, was not to be changed from
year to year except as to figures. He accepted the remark and
followed it literally to the extent of reproducing in a subsequent
report the wording of the comments from the report of the pre
vious year changing only the figures. The result was amusing.
For example, increases in inventories in the previous year had
worked around to decreases, so that it was impossible in reading
the comments to reconcile the words with the figures. Fortunately
the report, in this shape, went no further than the reviewer.
One of the most difficult things to achieve, of course, is that
state wherein the staff accountants in charge of engagements write
live, interesting reports. The man, where fixed standards prevail,
is almost a genius who can conform to the many rules laid down,
adapt the specifications for reports to the circumstances surround
ing the particular case in hand and write a report with life enough
in it to interest the client. Accountants’ reports will become more
valuable to clients, in the opinion of the writer, as they become
more interpretative. What most clients want is not alone a state
ment of facts, but to be told how to use the facts as a basis for
administrative or other action. Many accountants also have the
idea with regard to reports that quantity not information is the
prime essential.
Supervision in the field should go further than the technicali
ties of the engagement. It should include the scrutiny of the men,
their personal appearance, their adherence to hours, attention to
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work, relation to employees of the client and their general be
havior. It should cover consideration of the probable time when
the respective men will finish their work on certain engagements
so that the office to which they are attached may be advised when
they will be available. The rendering of time and expense reports
should not escape attention.
Supervision is neither complete nor scientific which does not
take into consideration the instruction and training of the men
on the staff. They should be enlightened as to their duties and
responsibilities when they join a given staff. They should be
acquainted with some of the general facts relating to the organ
ization. They should be obliged to study and improve their
knowledge of subjects which they are required to use in their
work. But they should also be instructed and trained in their
work on the engagement. Nothing is so instructive as applied
theory. The ideal place to apply theory is on the engagement.
The work may not be interrupted for instruction but the instruc
tion may be woven into the work. The accountant in charge
should seize every opportunity to explain the work to his assistants.
The supervising accountant should make it a point to teach incharge accountants.
Supervision becomes more effective and less expensive as each
man in the organization understands what he is to do and does
it. Satisfaction to clients, under the present scheme of organiza
tion for rendering professional accounting service, is bound to be
come more general as the staff men become better trained and
supervision becomes more scientific.
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By F. A. Ross
Prior to a time which may be set at approximately twenty
years ago public accounting was conducted in the United States
by practitioners, either individually or in partnership, whose
business was largely confined to one city and the territory adja
cent to it. Engagements might sometimes require that accountants
be sent to more remote points, but in the main the practitioners of
that day enjoyed only a local practice. This condition has
changed. To some extent during the first ten years of the twenty,
and to a greater extent during the second ten-year period, ac
countants who had begun their practice in one city established
branches, and to-day firms thus organized are represented in a
number of different localities. I have been invited to address this,
the annual meeting of the institute, on this scheme of organiza
tion. Without attempting to deal in detail with growth in indi
vidual cases or with particular effects, I propose to discuss the
matter as one of policy.
In the preparation of this paper, I have had opportunity to
consider a number of criticisms that have been made. They make
a comprehensive list and seem to embody whatever objections
could be urged. Some bear on the merits of the system; some
relate only to individual acts which are justly criticized but do
not constitute necessary faults in the form of organization itself.
The only comment that will be offered at this point is that despite
objections that prima facie appear to be substantial, the policy
is sound and a necessary development in attaining effectiveness
in the relation of public accounting to the business of the country.
In relation to the manner in which business generally is con
ducted to-day, it is a commonplace comment that conditions are
widely different from those which prevailed a quarter century
ago. It was the rule then that the proprietor was the active man
ager and that the scope of his business did not prevent his having
intimate personal acquaintance with all phases of it. Its opera* A paper presented at the annual meeting of the American Institute of Accountants,
at Washington, D. C., September 21, 1920.
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tions came under his own eye. He was familiar with its routine
and with the efficiency of his employees individually. Weaknesses
of method or of performance came directly to his attention. On
the financial side, his requirements for credit were met by his
own banker. The credit he secured was based largely on acquain
tanceship and the standing of his house as judged by the banker.
The establishment of efficient credit departments in banks is
distinctly a modern development. It may be noted in passing
that what is here stated as the old-time basis of bank credit still
prevails in certain sections of the country. There are doubtless
accountants in this audience who could tell moving tales of the
difficulties encountered in building up a practice because of that
very fact.
I do not overlook that the conditions above described obtain
to-day with regard to a very large volume of business, the country
over. But it is equally true that they do not, for another very
large volume. In the case of the latter, neither financing nor oper
ation is local, and it is this change in conditions which makes the
branch-office system in public accounting now necessary, in order
that the demands of present-day business shall be adequately
served.
I note first that the capital this business needs is obtained in
large measure in the financial centers of the country—and not
locally—from commercial banks and investment bankers. Almost
universally the certificate of an accountant is required in connec
tion with the transactions. And it is demanded that the signature
to the certificate be that of accountants whose reputation is estab
lished with the lenders.
The capital thus sought from financial centers is required,
broadly, for two purposes: the one for current working capital,
for which short-term notes are given; the other for permanent
capital, for which long-term securities are issued. In transac
tions of the first kind, the commercial banker or the notebroker is
a party. Transactions of the second kind pass, as a rule, through
the hands of investment bankers. It will be conceded by all ac
countants that the banker’s requirement of the certificate of an
accountant is in the interest of sound business and very directly
in the interest of the accounting profession. It must be conceded,
also, that by some means the qualifications and standing of the
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accountant who certifies to the affairs of the borrower must
be established to the satisfaction of the creditor. The branch-office
policy meets that requirement effectively.
Fundamentally, the standing of an accountant is a matter of
local reputation. If New York be cited as one of the financial
centers where such service as has been described is called for,
it may be said that the weight given there to the certificate of an
accountant is based primarily upon the position he has achieved
by his practice in that city. The acceptance of certificates issued
by branch offices is a result of the confidence in standards and
methods which has been inspired by work well done locally. The
significance of the point is that at bottom the firm with a branch
office organization and the firm whose practice is confined to a
restricted territory are in the same position, in that the accepta
bility of their certificates depends on the reputation enjoyed in
the locality where the certificate is to be used. The firm which
operates branches has simply made that local reputation service
able for business of much broader scope.
The effectiveness of the branch-office system in connection with
financing is not confined to the simple furnishing of a certificate.
The banker often wishes to go behind that. Questions about items
in the statement occur to him. The merchant or manufacturer who
is seeking credit is in New York anxious to complete his arrange
ments and get away. Recourse is had to the New York office of
the accountant, and the questions raised are settled in a few hours.
Such occurrences are frequent and there cannot be any doubt
that the prompt service rendered facilitates the transaction of
the business between the parties.
Further, the firm which operates branches is in a position to
give service in cases of permanent financing that could not be given
in any other way. A case in point may be cited. A company
engaged in the production of oil found it desirable to refinance.
Its operations were in the southwestern field; its bankers in New
York. As occurs not infrequently, the call upon the accountant
was for prompt action. The principal work was done in the
operating office, but close contact with the New York principals
was necessary while the work was in progress. All these require
ments were met promptly and satisfactorily, but that result was
possible only because the New York office of the accountants had
its own people in the territory where the company operated.
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I present the foregoing with the conviction that it demonstrates
that the firm which has branches does in fact render a valuable
service. It is no exaggeration to say that it is a service vital to the
convenient transaction of a large part of the general business of the
country, as conducted in the day in which we live. If the fact
of the service be granted, and the means by which it is accom
plished are still decried, the critic of the means employed must
present an effective alternative method. Such an alternative has
been presented to me in the following words:
There is no reason why firms in other cities having work to
be done in any town or district should not call upon local prac
titioners to cooperate. This would increase the prestige of the
local man and obviate the necessity for a branch office.
It may well be agreed by those who approve the branch-office
policy that in specific cases, and to a limited extent, the results
that are required could be attained under cooperation between the
accountant of the client interested and fellow practitioners in other
localities. But the qualification “to a limited extent” is used ad
visedly. Such cooperation could not suffice for more than a small
proportion of the work done through the agency of the head office
and the branches of a firm so organized.
Take the case of a firm established in New York, which con
ducts well distributed branches. To render in cooperation with
local practitioners the service it can and in fact does render through
its branch-office organization it would have to establish relations
with twenty or thirty individuals or firms scattered throughout
the country. It is not practicable for various reasons. Suppose
this firm be called in by a client one afternoon to take up an
engagement requiring work immediately at, say, five different
points. It occurs often. The accountant, being well informed of
conditions in his branches and in authority over them, can meet
the requirements of the occasion at once. Could he have such
arrangements with independent practitioners as would permit him
to bind them to immediate performance in the same way? And
the point is material, for the modern business man demands just
such service. Again, let any accountant who advocates this method
of doing widespread work consider whether he would choose to
enter upon a course that would make him responsible for the time
and expense charges of several colleagues. Could he reasonably
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expect to handle that phase of the matter so that his client and his
colleagues would be always content? And, again, being directly
responsible to his client for performance as to time, would he be
willing to depend for completion of the work within a time satis
factory on colleagues who then might not be in a position to
meet the requirements in this respect?
These are points of detail, but satisfactory results from coop
eration between independent practitioners would depend on avoid
ance of friction in a great many points of detail. As a practical
matter there is little prospect that it could be accomplished.
But the principal reason why such cooperation is not practi
cable on an extended scale is not so tangible. Given accountancy
work where there must be cooperation between the office of an
accountant in, say, New York and accountants in one or more
other parts of the country, it is essential to the best service that
the cooperation be between men who are permanently associated.
Even where there is equality with regard to knowledge of princi
ples, standards of practice and breadth of experience, accountants
who practise independently develop different methods and habits of
thought. Those who are permanently associated come to the
same way of looking at things. When it is necessary to work
together they “speak the same language.” And in a large volume
of the work where a head office and branch offices are concerned
this is essential to satisfactory performance. In special cases co
operation between independent practitioners may be practicable.
In the day-to-day work of the firms we are considering a unity
of thought and methods of work which can be obtained only by
continuous association is required.
To this point emphasis has been laid on the ability of firms of
accountants which conduct branches to render service in con
nection with financing. It is advantageous in other respects to
firms and corporations which, like the accountants we are dis
cussing, also operate through branches. In the modem develop
ment of business, this form of organization has come to be widely
used, and for various reasons. Manufacturers have recourse to
it for reasons connected with the supply of raw material and
labor; jobbers, in the regular expansion of their business, for con
venience of distribution, equalization of freight costs and like
considerations. Where retailers are widely spread there is usually
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something distinctive about their business. One specializes in
one kind of merchandise; another builds up business on the basis
of a uniform, moderate price for everything sold, and another
establishes a large number of general merchandise stores and
brings to the people of the communities served the benefits derived
from buying on a large scale. But whatever be the reasons for the
establishment of branches by business houses, it is a fact that it
is a common form of business organization. It is something to
be desired in the interests of accountancy as a whole that the pro
prietors of businesses so organized shall value and employ the ser
vices of accountants, whether for the installation of uniform
systems, periodic audits or other work.
There are three possible methods under which work of this
scope could be undertaken: by the cooperation between indepen
dent practitioners I have discussed, by the accountant who con
trols the business sending men from his one office, or through
the branch-office scheme of organization. As to cooperation of col
leagues I maintain that the arguments presented in relation to
financing apply with even greater force where the object of the
work is to serve the client in connection with other phases of his
business. To me it seems self-evident that better results must
be possible when the work at several points is directed by one head,
with definite authority over all engaged upon it.
I have recognized that widespread work might possibly be
handled from one central office but am not disposed to give serious
consideration to it. It could be done, but all that could be accom
plished by that means can be accomplished more quickly, more
economically and more efficiently through branch offices. The
accountant who undertakes such work can serve his client best by
maintaining at well-selected points representatives who become
familiar with people and conditions in their territories and are
available for consultation and for information when questions
arise, as they often do, after the immediate work has been accom
plished.
A firm with branches well distributed includes in its organiza
tion representatives who in the course of practice acquire familiar
ity with enterprises peculiar to their localities and the distinctive
characteristics which the accountant must know if he is to deal
with them intelligently. Through the close intercourse which
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prevails between those associated in these firms this specialized
knowledge spreads throughout the organization; and clients in the
principal centers thus have at their command a service which meets
their needs and in the nature of the case the local practitioner
cannot give.
Examples of industries with distinctive characteristics are:

Oil producing and refining—in Texas and Oklahoma.
Grain—in the territory between the Mississippi river and the
mountains.
Copper mining and smelting—in the mountain states.
Shipping—in the seaboard towns.
Coal mining and steel manufacture—in distinct sections of
the country.
Cotton mills—in the north and south Atlantic states.

It is conceivable that in this particular connection a local
practitioner might feel that a field which he had made his own
by long application is encroached upon unwarrantably. But look
ing to the welfare of the profession as a whole it must be granted
that it is best fostered by the ability to respond promptly and
efficiently to the demands of the business world. If only some
particular form of organization makes the best service possible,
it is to the interest of the profession at large that that form of
organization exist. Immediate benefit to the local practitioner may
not be evident. There may be individual instances that afford
ground for complaint; but whatever tends to dignify accountancy
in the esteem of the business community and broadens the demand
for the services of accountants results in the end in advantage
to practitioners wherever situated. And I maintain that the branch
office policy comes within the range of that statement.
I have mentioned that in the preparation of this paper I had
before me criticisms that have been made of the branch-office
system. These will now have consideration. It has been said that
branch offices are undesirable because
There are always local accountants in cities large enough to
attract branch offices. Such local accountants are probably mem
bers of the institute or, at any rate, certified public accountants.
The establishment of a branch office of a large firm militates
against the development of the local practitioner.

No advocate of the branch-office system can regard this ob
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jection with indifference. If it be true, it must evoke sympathetic
consideration, as being what is considered a just grievance by those
who feel that they suffer because of the conditions. But it cannot
be admitted that even if true the objection can be final as against
the system. If by the operation of branch offices a service is given
to the business world which cannot be attained by any other
means, then that consideration is paramount. The profession
must keep abreast of the demands upon it or sacrifice something
of its prestige.
It may well be questioned, however, whether the objection is as
substantial as it may appear to be. Certain demands can be met
adequately only by accountants with widespread organizations,
and by ability to meet these demands the work of the profession
as a whole enjoys a prestige it could not otherwise achieve. In
the final result the local practitioner benefits from this condition,
as well as the larger firm.
It is said also that branch offices are undesirable because

(1)
(2)
(3)

(4)
(5)

The opening of a branch office involves an effort to establish
a clientele. Branch offices may go to extremes in efforts
to attract clients.
In some cases representatives of firms which make a spe
cialty of the introduction of systems have opened offices,
introduced systems and moved on before the aftermath.
Branch office managers are frequently guilty of condescen
sion toward local practitioners and adopt an air of supe
riority not always justified.
Employees of local practitioners are frequently approached
by representatives of larger firms and offered inducements
to leave their employers.
In a few cases representatives of large firms have attempted
to intimidate clients of other accountants by threat of
financial pressure from holders of the client’s commercial
paper.

None of these faults is inherent in the branch-office system.
I am concerned only to present the case for that—not to defend
an impolitic or improper course pursued by individuals. If the
question were to be discussed on that plane, the large firm could
cite objectionable practices by local practitioners. We need not
hesitate to confess that there is room for improvement with regard
to various conditions that exist in the profession, and it is a matter
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for gratification that the council of the institute is working con
sistently for better things in all respects.

Other criticisms that have been made are these:
The larger the practice and the greater its scope, the less
possibility there can be of personal contact of client and
practitioner.
(2) Reports prepared by a branch office are not always reviewed
by members of the firm, and such a condition tends to
commercialism.
(3) The head office cannot supervise the activities of branch
office managers. Bad work and unethical conduct may
go unnoticed for some time.
(4) Large firms with many branch offices may send inferior
assistants to do branch-office work. The result may be
superficial and hasty service which would tend to depre
ciate the value of all accounting service.

(1)

These objections are more closely relevant to the merits of the
case than those cited just previously, and they demand more par
ticular consideration.
The objection regarding loss of personal contact assumes that
it must necessarily be between a principal in the accounting firm
and the client. As against this, experience demonstrates that all
requirements of the situation are adequately met when the inter
ests of the firm are in the hands of a well chosen representative,
directed and controlled by a partner. If that were not true the
branch-office system would fail because of an insuperable defect.
That it does not so fail is proof that this particular objection does
not touch upon something fundamental.
The other three objections involve the effective control of the
operations of their branch offices by the principals in the firm.
With regard to this I assert that there may be built up under the
branch-office policy an organization against which these objec
tions cannot justly be urged. By the training of the men who
are to represent the firm in different localities; by a district organ
ization which secures effective supervision over all offices by a
partner in the firm; by building up a good morale throughout the
organization, it is feasible to attain a standard of practice creditable
to the profession and consistent with ideals of a high order.
It need not be contended that in practical operation the system
as it is followed to-day is without faults. But the emphasis is to
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be placed on the service it in fact gives; and the ultimate question
involved is one not to be answered by factitious objections, but
on broader lines. That question is whether the objections which
can be urged have enough merit to condemn the system. The
answer must be No. Any weaknesses that appear in it should be
remedied. The operation of the system must and can be according
to high standards. But there is no substitute that can provide so
adequately for that which the branch-office system accomplishes.
If justification is really necessary, it is to be found in the service
the policy makes possible.
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By William B. Gower
On an occasion such as this, a representative gathering of our
national body of public accountants, a body which contains all
that is highest and best in the profession, it is fitting that we glance
at certain phases of the remarkable evolution in the science and
application of accountancy and in the opportunities for service
that the profession affords, which has taken place during the past
twenty years. We ourselves are so immersed in the phenomena,
we are living so close to the manifestations, that we scarcely
realize their extent and significance.
Not so many years ago one of our leaders deplored the fact
that in this country the profession had not obtained that full and
complete recognition which had been accorded to it in Great Brit
ain; but he declared that the future was with the rising generation.
His optimism has been fully justified; but even he could hardly
have foreseen the extent of our development, our achievements,
our recognition by the community or the growth of our service
and opportunities. We have risen to man’s estate; we have dis
carded the old leading strings; we no longer rely upon parental
guidance and instruction; we recognize no outside authority; we
have surpassed the achievements of our predecessors, and our
standing and usefulness in the community are not surpassed else
where.
Perhaps the greatest of our achievements is one which, in our
crowded and strenuous efforts to keep abreast with our expanded
business, we are apt to overlook. I refer to our accounting litera
ture, particularly the works which have inquired into and thrown
a flood of light upon the rational bases and principles upon which
rules of accounting practice and procedure rest. I doubt whether,
even yet, the importance of this achievement has been sufficiently
recognized. It is not so long ago, however, that the writings and
teachings of accounting authorities were confined almost exclu
sively to practice and procedure. We were taught what practice
* A paper presented at the annual meeting of the American Institute of Accountants,
at Washington, D. C., September 22, 1920.
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was right and what was wrong, how to correct abuses, how to
analyse accounts, classify business facts, ascertain and distribute
costs, prepare financial statements, and how to deal with unusual
as well as ordinary situations and circumstances. It was inevitable,
however, as time went on, that a demand would arise within the
profession itself for inquiry as to how far accounting practice and
procedure rested upon permanent and fundamental principles,
as distinguished from custom, tradition and mere expedients.
We have seen this demand met in this country in the published
works of university professors in accounting, among whom may
be cited Professors Sprague, Hatfield, Paton and Stevenson. The
distinctive characteristic of these writings is the framework or
background of broad general principles, determined by deductive
reasoning and represented as the rational basis of accounting.
These general principles are relied upon for the solution of many
difficult problems of the balance-sheet, of corporate proprietor
ship and of the determination of net revenue. The attempt is
made to bring practice and procedure within the scope of these
principles.
Time was when it was thought sufficient for the public account
ant to be familiar with the practice or procedure and to be able
to answer inquiry by saying, “Such and such is the practice, or
such and such is the procedure,” as the case might be. If his dic
tum was questioned, the accounting manuals could be relied upon
for confirmation—and for little else. Those happy and simple
times have passed, never to return; the extraordinary growth in
the volume of modern business and in the complexity of the
industrial situation has supervened. To-day the public account
ant can no longer place sole reliance upon a knowledge of prac
tice and procedure, however extensive and minute, and the chief
reason for this has been his contact with the legal mind. Not
only do lawyers rely upon him for technical advice, but the public
accountant is frequently relied upon for expert testimony before
the courts, in such proceedings as patent accountings, profit ac
countings and controversies relating to income and profits taxes.
The legal mind is not impressed with the dicta of public account
ants that such and such is the practice—it requires a great deal
more than that and insists upon explanation of the rational basis
for the practice and a demonstration of the broad underlying
263

The Journal of Accountancy

principles. It is this development in the scope of the accountant’s
work to-day which makes it vitally important that we should be
familiar, not only with the practice, but with the principles which
govern.
In this phase of advisory accountancy it is most important to
avoid the easy assumption of one of our pioneers that the prin
ciples of accountancy may all be determined by a priori reason
ing and in no way depend upon the customs and tradition which
surround the art, or, as expressed by another writer, that most
accounting problems admit of being carried back to elementary
first principles. Unquestionably, a keenly logical mind is a most
useful part of an accountant’s equipment, but the failure to real
ize that important parts of our practice depend upon custom,
tradition and expediency, and do not yield to rigorous logic, has
been responsible for serious error. To those who are required to
give technical advice to lawyers and before the courts, a thorough
knowledge is indispensable, not only as to the practice which rests
upon broad general principles, but also as to the practice which
embodies custom, tradition and expediency.
The accountant must be familiar both with the practice and
with the fundamental logic underlying the theory of each account
ing question. For in accounting as in law the science is in a
constant state of flux, and there is a persistent struggle between
logic and custom, or, to put it another way, between what was
logical in the past and what has become logical in the present.
It is common knowledge, even to the layman, that our legal pre
cedents have, many of them, been handed down to us from the
middle ages. At the time when these precedents were created
they were based squarely on sound logic, but progress and chang
ing conditions have rendered such precedents no longer in accord
with strict logic. In many cases the old precedents have become
so illogical that they have been whittled away or completely over
turned. In other cases the Anglo-Saxon mind, such a stickler
for precedent, has clung to and maintained the old rules in spite
of the changed conditions which make the old rules illogical and
obsolete.
A familiar illustration of the changing rules of law due to
changed conditions and greater education of the masses, etc., is
furnished by the decisions with regard to seals upon instruments.
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For many years seals were necessary on certain classes of instru
ments and they were void in the absence of a seal; and on the
other hand once a seal was put upon an instrument it could not
be attacked for lack of consideration. Both rules have been
whittled away until to-day practically all instruments are bind
ing even though no seal be affixed, and on the other hand they are
generally open to attack no matter how many seals are affixed.
Yet the effect given to the seal in the middle ages still lingers and
produces odd results. A release under seal cannot be questioned
and is binding without consideration; whereas if the seal be
omitted a lack of consideration is a complete defense. So also
the time within which an action may be brought on an instrument
under seal is twenty years and the time within which such an
action may be brought where the seal is omitted is only six years.
As the lawyer must recognize the deviations from the lines of
logic caused by the forces of the past and must recognize the law
as it actually exists and not as it should exist from a purely
theoretical standpoint, so the accountant must recognize the potent
influence of past custom and must follow rules that are not always
logical, where those rules are well established and are generally
observed.
I need mention only a few instances of this conflict between
precedent and logic, so far as accounting practice is concerned,
which an advisor must keep constantly in mind. The best illustra
tion is the inventory valuation rule of “cost or market price, which
ever is the lower.” It is a rule which has a considerable vogue;
it received the official endorsement of the London committee of
consulting accountants in their report to the board of inland rev
enue ; it was declared by that committee to rest on a sound principle
and theory, and to be of universal application; it was adopted by
the British board of inland revenue, and finally adopted by the
internal revenue bureau in this country. Yet the rule is to-day in
defensible from a purely theoretical standpoint, as many writers
have pointed out; and both the British board and the internal
revenue bureau now admit that it is not adapted to all cases.
Another illustration may be cited: the booking of capital losses
arising from fire, shipwreck, default of capital investments, de
pletion of natural resources. Professor Hatfield has pointed
out in his study of this subject that while it may be logical
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to claim that all losses should go to profit and loss account, and
not direct to some other proprietorship account, such a claim
does not at all conform to accounting practice of any land or time.
Other illustrations will occur to those whose advisory work
brings them in contact with contentious accounting questions,
such as the rule under which fixed assets are retained in the ac
counts at cost and may not be subsequently revalued and the rule
against booking interest on capital owned, as a manufacturing
charge complementary to interest on borrowed money, and the
rule against booking as a profit a saving of expenses such as
vendor’s profits taxes paid under contract by a purchaser of prop
erty. A variant of this latter rule arises in the private accounts
of individuals, in the saving of 2 per cent income taxes on the
interest from bond investments containing the so-called tax-free
covenant clause. The tax bureau contends that logically this sav
ing is in the nature of additional income to the individual; the
bureau will hardly assert, however, that under accepted accounting
practice such an item would be entered in the books of the individ
ual as additional income.
In our younger days, before the immense development of com
merce and industry, the main duties of the accountant in this
country were said by one of our leaders to consist of the audits
of the accounts of corporations, firms and individuals. His special
skill conformed at that time to the stage of accounting practice
then existing, and it related mainly to the best, the safest and the
most economical methods of keeping the accounts and records
and to presenting clearly and concisely the financial condition at
a given date and the results of operation for a given period. The
advice expected and required from us in those days was limited
naturally by the condition of business and was confined in a great
measure to technical methods, to improvement and standardiza
tion of accounts, to safeguards against waste and fraud, to
economy and to the best means of conveying prompt and useful
information to owners. The immense expansion of our com
mercial life gradually emphasized the importance of applied ac
counting and created a greater demand for competent advice of
this kind. The advent of combinations, trusts, consolidations
and holding companies and the evolution of corporate securities
which this type of organization brought with it opened a new
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chapter in accounting science and raised a series of accounting
questions of extraordinary complexity, which we alone could solve.
The development of large scale production compelled us to close,
analytic study of the phenomena of costs and the problems of
cost accounting. The need for efficiency and economy in produc
tive processes created a new demand upon our skill and advice.
Finally, the initiation and subsequent expansion of federal and
state supervision, control and regulation of public utilities and
the tendency toward similar authority over important basic indus
tries resulted in the formation of a multitude of commissions,
wielding considerable powers and demanding a mass of sta
tistical and accounting information as a basis for rate-making and
price-fixing. As a result of these important changes and devel
opments our duties and opportunities were immensely expanded,
for our advice and cooperation were indispensable to the new
situation and conditions.
It is evident that these increasing demands upon the pro
fession required a more extensive knowledge and equipment and
a higher standard of ability and skill than sufficed in the early
days; but we have been equal to the demands and have met them
fully. Necessity compelled us to closer study, required of us
creative ingenuity and forced us to the solution of all the prob
lems with which we were confronted. The rapid expansion of our
experience and the greater call upon our skill involved our own
education on a liberal scale. We have been brought into close
contact with the affairs of business, of finance, of management and
executive control, of trading, rate-making, buying, producing,
transporting and marketing. Heretofore we had regarded such
matters as somewhat outside our province, as matters upon which
we were bound to consult with other business advisors having
special skill in those directions. We had looked at them rather
casually and incidentally, as their manifestations appeared in
the accounts and records over which we worked. To-day it is
recognized that our experience has brought with it that special
skill and judgment which is required for the solution of im
portant and practical business questions.
Many of us can testify from personal experience to the wide
range of practical business questions upon which our advice is
now sought by financiers, owners, creditors, even by executives
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and managers. The questions may relate to finance, such as an
original investment or purchase or a subsequent acquirement of
an interest or the financing of a contemplated expansion
of the business or a temporary financing necessitated by growing
inventories or the payment of cash or stock dividends. They may
relate to questions of business policy, such as expansion of the
enterprise, or embarking on new lines of trade or manufacture,
acquisition of properties, volume of output and its relation to
overhead expenses, cessation or curtailment of unprofitable lines,
accumulation of inventories, work in process, or finished goods,
the question of branches and departments and the policy of credits
and discounts. They may relate to questions of management and
administration, economical production, the prevention of waste,
extravagance and useless expense, even questions of personnel.
It is true that our early professional training does not incline
towards a special skill in such practical business questions, but
the modem growth of our service and opportunities has forced
upon us a wide business experience, while our continual and close
reading of the statistics of both successful and unsuccessful busi
ness enterprises has necessarily enlightened and informed us.
It is this wide knowledge gained by experience and by our facility
in reading, understanding and drawing correct conclusions from
the business history of such enterprises which has caused our
advice to be sought and valued upon practical business questions.
During the past three years the advisory functions of the public
accountant have reached their highest stage as a result of huge
taxes based upon profits, excess profits and invested capital. These
factors of invested capital and profits are intimately related to
what has been termed the “essence of accounting,” namely the
balance-sheet and the profit and loss account. These tax laws
are so saturated with accounting concepts, principles and termi
nology that they are almost unintelligible to laymen and difficult
of comprehension even by lawyers. The saturation may be
illustrated by a recent dictum of the treasury to the effect that a
certain phrase in the statute “incorporates into the law by reference
the entire body of principles of accounting relative to the determi
nation of surplus.” Of course, such a dictum will not bear scru
tiny ; but, no matter whether we regard it as a rhetorical flourish or
a flight of exuberant fancy or a phrase by means of which a con
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tentious subject is dismissed, the dictum indicates the extent to
which these tax laws are permeated with accounting ideas. They
have required for their administration a mass of regulations and
decisions still more impressed with accounting principles and prac
tice and equally difficult of comprehension by the uninitiated.
The advisors responsible for the decisions upon which the
administrative tax regulations are based were quite aware that
accounting principles and practice involved many uncertainties,
many disputed questions and many divergent usages and methods;
and, as Professor Hatfield pointed out, “there is no ultimate
arbiter to whom appeal can confidently be made.” The exigencies
of the situation, however, compelled these advisors to make deci
sions on these disputed questions, in order that administration of
the laws might proceed. It was natural to expect that on close
questions these decisions would be favorable to the government and
equally natural that the taxpayer who was placed at a disad
vantage by these decisions would question their validity. The
disputed points involved incredibly large sums of money, and
taxpayers in their extremity have been compelled to call upon us
for advice and help to sustain the positions and theories upon which
they relied. Our advice and assistance on these matters have been
indispensable to the taxpayers and to the government during the
past three years. In the near future, when many of these questions
involving immense sums of money must be decided in the courts,
our advice and assistance will be required and will be effective
in proportion to the knowledge and skill which we bring to the
discussion of the principles, customs, traditions, usages and
methods which surround the art.
The larger part of the advice required from us in these income
and profits tax matters deals with conditions arising from facts
and business transactions of the past: situations the essentials
of which no one can alter, but regarding which more than one
interpretation and view may be possible and more than one treat
ment available. There is another class of tax advice, however,
which is most important, and to which we may refer as anticipa
tory or precautionary: a warning for the unwary and incautious.
In these days practically all substantial business transactions
entail tax consequences, and the failure to foresee these conse
quences may be very costly. Whether it concerns the disposal
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of property of all kinds or the terms of its sale or the making
of investments or the financing of a business, or the form under
which property shall be held or business conducted or the liquida
tion of a business or the payment of dividends, we are forced to
keep in mind that all roads lead to the tax collector’s office. In
these circumstances it is not sufficient to rely upon general or
even special knowledge of the principles and practice of account
ancy; nor even upon intimate knowledge of the anatomy of
these tax measures and the infinity of administrative rules and
regulations. In certain cases, particularly where unusual trans
actions are contemplated, something more than this equipment is
required—and that is a measure of foresight as to the position
which the tax bureau is likely to take and to which it is likely to
adhere.
In these tax matters, most of the questions put before us
involve accounting rules and practice which are well settled and
are supported by general usage and custom and the weight of
authority. On the other hand, many questions involving large
sums are brought to us which hinge upon accounting uncertainties
and accounting ‘‘rules competing for acceptance.” There being no
ultimate arbiter to whom appeal can confidently be made, the
advisor is put upon his own resources and must rely upon ac
quired knowledge of all phases of the question and upon clear
and skilful presentation of the issues. Under these conditions, the
institute is playing an important part in opening the columns of
The Journal of Accountancy to free and helpful discussion
and in obtaining the views of specialists on accounting questions
peculiar to various industries. It is filling the unavoidable gap
in our accounting manuals and textbooks by dealing with the
special problems of each industry. By such means, better than by
any other, this institute exerts a real authority in accountancy
matters, justly proportioned to its unique national position.
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EDITORIAL
“A Profession—Not a Business”
Probably the most interesting and illuminating of the discus
sions which occurred at the annual meeting of the American Insti
tute of Accountants in Washington last month was that which
concerned the general question of advertising and business-seeking.
The result of the discussion was a decision that there be appointed
a special committee to collate specimens of advertising by account
ants and to consider the desirability of some form of corporate
propaganda for the advancement of the public knowledge of
accountancy and its merits.
It is therefore reasonable to suppose that during the current
fiscal year of the institute a great deal of attention will be paid
to the matter of publicity on the part of accountants. With that
question there will certainly be consideration also of various prac
tices of members of the profession against which there is serious
objection by other members of the profession.
Advertising in its mildest form, such as the heavy-faced type
in a telephone directory or a simple card of announcement in a
magazine or newspaper, is so close to the border line between
what is ethical and unethical that it will probably be a long while
before a definite decision as to the propriety of any given form
of simple advertising will be reached. On the question of the
grandiloquent assertion of superiority or the merely execrably
bad taste of some other advertisements it is to be hoped that the
institute as a body will take a definite stand without great delay.
In the early days of the profession in this country nearly
everybody advertised in one way or another, and it is absolutely
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certain that there will always be advertisement of a kind—but
that need not imply the printed word.
We have repeatedly affirmed that the accountant’s name at
the foot of a published balance-sheet is the most effective form
of advertising, and yet no one could possibly raise any objection
thereto. The statement by a member of the institute during the
discussion in Washington to the effect that he had been widely
advertised as a result of his connection with a notorious case
was undoubtedly true, and yet no one could object to such adver
tising.
A part of the time of the next meeting is to be set aside
for further discussion of the question of publicity in all its
forms and it is hoped that members and associates will give the
matter careful consideration during the year so that they may
come prepared to discuss intelligently what has become one of
the vital topics of the day in accounting.
Anything which serves clearly to explain why advertising,
soliciting and the like are unprofessional should be given the
widest circulation, and accordingly we have asked and received
permission to reprint a short editorial which appeared recently
in Haskins & Sells Bulletin, a publication restricted in its circu
lation to the members and employees of the firm.
It would be difficult to express more emphatically and effec
tively the distinction between business and profession than it is
expressed in the following comment:

A profession puts service above all else. The professional
man does not blatantly advertise his accomplishments; neither
does he urge his services unduly on those who may have need of
them.
The relation between accountant and client is like that which
exists between physician and patient. It is a confidential one.
It grows out of a desire on the part of clients for highly skilled
personal services.
The thought of a physician going about from house to house
soliciting practice is exceedingly offensive. Imagine a physician
calling at the front door to inquire if there is anyone in the house
with an organic disease requiring treatment. Imagine his inquir
ing as to the attending physician and what are his fees. Think
of his offering to take the case at a lower figure.
The analogy unfortunately is too often found in the field of
accountancy. There are those engaged in professional account
ing work who have no conception of the ideals of a profession.
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They go deliberately about the work of taking engagements
away from other accountants. They canvass the list of those who
might need the services of professional accountants. They find
out who, if any, are the accountants retained. They inquire as
to the fees. They brazenly offer to render the service for less.
The client, or the potential client, not always grasping as
clearly as he might the philosophy underlying the accountancy
profession, is sometimes interested and afterwards attracted by
the thought of saving money. He does not stop to consider the
unprofessional tactics of the solicitor. He overlooks the pos
sibility of a difference in the quality of the service. He does not
realize that the first price is only a scheme for obtaining the
engagement and that later the fee will be advanced. He possibly
does not know that accountants with high ideals regard their
work as taking the form of professional practice and not as a
business.
There is only one thing to do when some unprofessional con
temporary takes away an engagement. There is only one recourse
when those who style themselves professional accountants go
from office to office hawking their wares. The consolation is
to be found in harder work and better service; service of the
kind which is so much better than any one else in the same field
renders, that those who have need of such service will get in
the way of one another in seeking it.
The professional man is expected to make himself known.
The establishment of acquaintance which comes through getting
about and mixing in the business and social world is eminently
proper. The achievement of that psychological status which
grows out of frequent and intimate meeting with men of affairs
is nothing upon which to frown. Dignified, genteel, and diplo
matic contact with prospective or potential clients may not be
regarded as unethical. But the professional man may not become
a canvasser. He may not blow his horn as does the peddler.
When he reaches the stage wherein satisfaction in the perform
ance of work well done means more to him than financial reward,
he will have attained the coveted realm. Such is the concept
which distinguishes a profession from a business.

Annual Meeting of the American Institute
of Accountants
The annual meeting of the American Institute of Accountants
held in Washington last month was in many ways the most suc
cessful in the history of the institute and of its predecessor, the
American Association of Public Accountants. There was an
average attendance of approximately 150 members at every session
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of the meeting and the general participation in discussions indi
cated that those who were present were much interested in the
various questions before the meeting. Where differences of
opinion existed they were harmoniously discussed, and the obvious
desire of every person present was the furtherance of the best
interests of the profession.
Excellent papers were read; im
portant changes in the constitution and by-laws were approved,
and other significant things were accomplished.
The most important of all, however, was the remarkable suc
cess which attended the effort to float an issue of bonds to cover
the purchase of the institute’s new building at 135 Cedar street,
New York.
Practically as fast as the subscriptions could be noted they
were received, and the entire amount, $90,000, was underwritten.
The great majority of the subscriptions were in amounts of
$1,000 and were distributed from coast to coast and from Canada
to the gulf, as will be seen by the report of the meeting which
appears elsewhere in this magazine.
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PROCEEDINGS OF THE ANNUAL MEETING HELD AT WASH

INGTON, DISTRICT OF COLUMBIA, SEPT. 21 AND 22, 1920
Tuesday, September 21, 1920—First Session

The regular annual meeting of the American Institute of Accountants
was called to order at 10 A. M., Tuesday, September 21, 1920, at the New
Willard Hotel, Washington, District of Columbia, President Waldron H.
Rand presiding.
The meeting was opened with prayer by the Rev. Hamilton P. Fox, of
Washington.
Minutes of the preceding meeting as published in the year-book of 1919
were approved without reading.
The president then presented his report, which was accepted.
The statement of accounts prepared by the treasurer, accompanied by the
report of the auditors, was read and accepted.
The secretary announced that the minute book of the council was on the
table for the inspection of any member during the course of the meeting.
The report of the council was read.
It was resolved that the report of the council be accepted and that action
be taken thereon with respect to the recommendations contained in the report.
The first recommendation in the report was to the effect that members
be asked to subscribe to $90,000 of 7% 20-year bonds to be issued by the
real estate corporation to be formed to hold the property at 135 Cedar street,
New York, contract for purchase of which on behalf of the institute had
been made.
Reports of the sub-committee containing subscription blanks were dis
tributed.
After further explanation of the matter by Arthur W. Teele, Edward E.
Gore and the secretary, members were invited to subscribe.
At the suggestion of a member that subscriptions of less than $1,000 be
accepted, a few smaller subscriptions were made. The total amount sub
scribed by members and associates was $82,800, most of which was sub
scribed in sums of $1,000.
It was announced that the difference between the sum subscribed and the
total amount required had been underwritten by several of the larger firms,
on the understanding that any members who had not subscribed at the
meeting and desired to participate would be able to do so upon application
to the secretary, provided the supply of available bonds was not exhausted.
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Subscriptions were made by the following:
Albert T. Bacon, Chicago
John C. McAlpine, Philadelphia
Barrow, Wade, Guthrie & Co. New W. R. Mackenzie, Portland, Ore.
York
J. S. Matteson, Duluth
R. J. Beaman, Cincinnati
Meldrum & Meldrum, Louisville
T. W. Betak, Chicago
Orlando C. Moyer, Boston
George L. Bergen, New York
Mucklow & Ford, Jacksonville
John A. Bowman, Columbus
Nau, Rusk & Swearingen, Cleveland
Harvey S. Chase & Co., Boston
Maurice E. Peloubet, New York
Earl S. Clark, Providence
Peter & Moss, Dallas
L. P. Collins, Pittsburgh
Pogson, Peloubet & Co., New York
Walter A. Coy, Cleveland
Joseph M. Pugh, Philadelphia
J. D. M. Crockett, St. Louis
Waldron H. Rand, Boston
Ernest Crowther, Pittsburgh
George Rea, Newark, N. J.
Robert Douglas, Boston
Ernest Reckitt, Chicago
Robert Dysart, Boston
Seth L. Roberts, Portland, Ore.
Lewis G. Fisher, Providence
A'dam A. Ross, Philadelphia
Edward E. Gore, Chicago
John R. Ruckstell, San Francisco
Elmer L. Hatter, Baltimore
Scovell, Wellington & Co., Boston
Charles L. Hehl, Baltimore
E. W. Sells, New York
W. P. Hilton, Norfolk
E. G. Shorrock, Seattle
E. R. Hudders, New York
Arthur B. Sinclair, New York
F. H. Hurdman, New York
William A. Smith & Co., Memphis
Hutchinson & Smith, Dallas
W. T. Sunley, Detroit
Benjamin Jacobs, New York
W. S. Sutton, Pittsburgh
David A. Jayne, Charleston, W. Va.
Max Teichmann, Baltimore
J. Porter Joplin, Chicago
Herbert M. Temple, St. Paul
Jordan & Jordan, Portland, Me.
T. A. Thurston, El Paso
Kohr, Brubaker & Fisher, Cleveland Touche, Niven & Co., New York
John J. Lang, St. Louis
Vannais, Troub & Co., Hartford
W. E. Langdon, Columbus
W. F. Weiss, New York
Charles H. Langer, Chicago
James F. Welch, Paterson, N. J.
Page Lawrence, Denver
F. F. White, Montclair, N. J.
Loomis, Suffern & Fernald, New W. S. Whittlesey, New York
York
John R. Wildman, New York
Lybrand, Ross Bros. & Montgomery, Raymond D. Willard, Boston
Philadelphia
• The next recommendation in the report of the council was to the effect
that rule 11 of the rules of professional conduct should be amended by
omitting the last sentence in the rule. As amended the rule would then
read:
“No member shall render professional service, the anticipated fee for
which shall be contingent upon his findings and results thereof.”
It was moved, seconded and unanimously resolved that the recommenda
tion be adopted.
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The report of the committee on constitution and bylaws recommended
by the council for action by the institute was next considered.
The following amendments were unanimously adopted:
Constitution: Article II, section 2, add a new paragraph.
“(d) Accountants in practice who shall present evidence of preliminary
education satisfactory to the board of examiners, who shall have been in
practice on their own account or in the employ of a practising accountant
for not less than ten years, one year of which shall have immediately pre
ceded date of application, who shall be recommended by the board of ex
aminers after examination and elected by the council.”
Article III, section 3, after the word “secretary” on the first line add
“of the institute.”
As amended the section would then read:
“Section 3. The council shall elect a secretary of the institute who shall
also act as an executive officer under the direction of the council. The
secretary may be chosen from without the membership of the institute, but
he shall have the privilege of the floor at meetings of the institute, the
council and the executive committee.
Article IV, section 3. Add at end of section:
“In lieu of a meeting of a committee the chairman may submit any
question to its own members for vote by correspondence, and any action
approved in writing by not less than two-thirds of the whole committee shall
be declared an act of the committee.”
Bylaws: Article IV, section 3. From fourth line delete “$15.00” and
insert “$25.00.”
The section as amended would then read:
“Section 3. The dues for each fiscal year shall include subscription to
The Journal of Accountancy and to the year-book of the institute and
shall be as follows:

“By each member.....................................................
“By each associate.................... . ...........................

$25.00
10.00”

The following proposed amendment was read:
Article IV, section 4. Add at end of section:
“Members and associates of the institute who shall have been members
or associates in good standing for ten years may, upon reaching the age
of seventy years, be exempt from further payment of dues.”

The following resolution was moved and seconded:
Resolved, that the motion to adopt the proposed amendment to article
IV, section 4 of the bylaws, be referred for reconsideration and report at
the annual meeting of 1921.
The motion was carried.
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In response to requests the report of the special committee on admin
istration of endowment was read for the information of members.
The following resolution was adopted:
Resolved, that the acts of the council during the past year be and
hereby are ratified and confirmed.
The following resolution was moved and seconded:
Resolved, that the committee on professional ethics and the council of
the institute sitting as a trial board be and hereby are instructed neither to
present, entertain nor hear any complaint against a member of the institute
alleging a violation of any of its rules or bylaws when such complaint is
made by an employee or former employee of such member, and is predicated
on knowledge derived in consequence or because of such employment.
It was moved as an amendment that consideration of the matter be post
poned until the following day.
The amendment was put to vote and lost.
The original motion was put to vote and lost.
Tuesday, September 21, 1920—Second Session

The meeting was called to order at 2 P. M.
A paper entitled Supervising the Work of the Accounting Staff, by John
R. Wildman, was read and followed by discussion.
Edward E. Gore, appointed as a committee of one by the president to
prepare resolutions relative to the deaths of members and associates of the
institute which had occurred during the past year, presented the following
report:
To the president and members of the American Institute of Accountants.
Gentlemen:
Your committee appointed to give expression to the feeling of the
institute occasioned by the death of certain of its members occurring within
the year now closing, respectfully submits the following resolution to be
communicated to the family of each member deceased within the year:
“Resolved, that the members of the American Institute of Accountants
learn of the death of their fellow member with profound sorrow and extend
to his family their sincere sympathy, asking as his friends the privilege of
sharing the grief which those nearer to him are called upon to endure.”
The committee submits that form of resolution to apply to each of the
deceased members named in the report of the secretary. With respect to
two of the members who have died, who were men of outstanding accom
plishments and of great prominence in the institute, the committee makes a
special report and recommends the adoption of the following resolutions:
The American Institute of Accountants in annual meeting assembled,
being apprised of the death of Seymour Walton, one of its first members and
for many years a leader in accountancy education, desires to record its ap
preciation of him as a gentleman of culture, as a practising accountant of
high standing and as an educator of the first class.
It further desires to record the grief of its members that their friend and
colleague has been taken from them, and that the gentleness of his manner
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and the charm of his presence and his conversation have become naught
but a memory.
And it further desires to record its feeling of obligation to him for the
great work he has performed in its behalf, in behalf of the literature of his
profession and in behalf of those who are to be the standard bearers of
the accountancy of the future.
*

*

*

*

The American Institute of Accountants learns of the tragic and untimely
death of Charles Neville, one of its honored members, with the deepest grief
and the most sincere regret.
It recalls the splendid service he has rendered as a member of its council.
It is mindful of his fidelity to the interests of his clients and to the
best traditions of his profession as a practising public accountant
It remembers the great service he so loyally and unselfishly rendered to his
country in the darkening hours of war and in the brighter days thereafter.
And with these memories before it the American Institute of Accountants
realizes and states its appreciation of Charles Neville as an accountant, as
a counselor and as a patriot, and, while expressing to his bereaved family its
sympathy in this sad hour, it claims a solemn pride in him and in what he
has accomplished.
The report of the committee was unanimously adopted.
It was resolved that the resolutions adopted with respect to Seymour
Walton and Charles Neville be suitably engrossed and furnished to the
respective families of the deceased members.
A paper entitled The Growth and Effect of Branch Offices, by Frederick
A. Ross, was read.
Wednesday, September 22, 1920—First Session

The meeting was called to order at 10 A. M.
The following officers and members of the council were unanimously
elected:
President: Carl H. Nau.
Vice-presidents: T. Edward Ross, W. P. Hilton.
Treasurer: J. E. Sterrett.
Council for five years:
John F. Forbes.
J. Porter Joplin.
Waldron H. Rand.
F. A. Ross.
Frederic A. Tilton.
Elijah W. Sells.
William Jeffers Wilson.

Council for four years:
Ernest Crowther.
Council for two years:
Clifford E. Iszard.
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Council for one year:
John R. Ruckstell.
Joseph P. Hutchinson.
Upon his election as president of the institute, Carl H. Nau assumed
the chair.
The chairman called upon George Edwards, of Toronto, representing the
Dominion Association of Chartered Accountants, to address the meeting.
Mr. Edwards expressed his appreciation of the welcome accorded to him
and the hope that accountants of Canada and the United States would be
brought nearer together.
A letter was read from Charles R. Trobridge, who had attended a meet
ing at the treasury department for consideration of forms for federal tax
returns, asking that members having suggestions to make relative to forms
should communicate with the institute without delay.
The chairman announced that accountants representing certain groups
of states would hold meetings immediately following the session then in
progress to discuss arrangements for holding regional meetings as outlined
in the report of the executive committee.
Walter Mucklow, of Florida, moved the appointment of a committee
on terminology to carry on the work of similar committees of past years.
The motion was seconded and adopted.
The chairman called upon W. Sanders Davies, chairman of the committee
on ethical publicity, to discuss the subject of advertising.
Mr. Davies’ remarks were followed by general discussion.
It was moved and seconded that the discussion be printed in the form of
a confidential circular and distributed to the members.
The motion was lost.
The names of Horace P. Griffith and Edward P. Moxey, both of Penn
sylvania, were placed in nomination for auditors for the current fiscal year.
The members nominated were unanimously elected.
It was moved and seconded that the programme of the annual meeting
of 1921 should provide a definite place for further discussion of the subject
of advertising and publicity in general.
The motion was adopted.
Upon motion, duly seconded, it was unanimously resolved that the meet
ing extend a vote of thanks to the board of examiners for the great services
performed by that board.
A rising vote of thanks was accorded to Will-A. Clader and A. M.
Pullen, of the committee on meetings.
A rising vote of thanks was given to Waldron H. Rand, retiring presi
dent, for his faithful services.
Wednesday, September 22, 1920—Second Session

A paper by William B. Gower, entitled Advisory Accountancy, was read.
A rising vote of thanks was given to Mr. Wildman, Mr. Ross and Mr.
Gower for the papers which they had presented.
The meeting adjourned sine die.
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COUNCIL

Regular Meeting, Monday, September 20, 1920

The regular meeting of the council of the American Institute of Ac
countants was called to order at 10 A. M., Monday, September 20, 1920,
at the New Willard Hotel, Washington, District of Columbia.
The following were present:
Waldron H. Rand, president, in the chair.
Arthur W. Teele, vice-president.
J. E. Sterrett, treasurer.
A. P. Richardson, secretary.
W. R. Mackenzie
Harvey S. Chase
J. Edward Masters
Hamilton S. Corwin
James S. Matteson
J. D. M. Crockett
Overton S. Meldrum
W. Sanders Davies
Walter Mucklow
John F. Forbes
John B. Niven
J. S. M. Goodloe
Adam A. Ross
Edward E. Gore
W. Ernest Seatree
Elmer L. Hatter
E. G. Shorrock
William P. Hilton
W. A. Smith
J. Porter Joplin
Edward L. Suffern
F. W. Lafrentz
C. M. Williams
Page Lawrence
The meeting was opened with prayer.
The minutes of the preceding meeting as printed and distributed were
approved.
The secretary announced that the minutes of the executive committee were
on the table and would remain for the inspection of any member of the
council during the course of the meeting.
Records of mail ballots Nos. 10 and 11 were read and approved.
The meeting adjourned to convene as a trial board.
The following were present:
Overton S. Meldrum
Harvey S. Chase
Walter Mucklow
Hamilton S. Corwin
Carl H. Nau
J. D. M. Crockett
John B. Niven
W. Sanders Davies
Waldron H. Rand
John F. Forbes
Ernest Reckitt
J. S. M. Goodloe
Adam A. Ross
Edward E. Gore
W. Ernest Seatree
Elmer L. Hatter
E. G. Shorrock
William P. Hilton
W. A. Smith
J. Porter Joplin
J. E. Sterrett
F. W. Lafrentz
Edward L. Suffern
Page Lawrence
Arthur W. Teele
W. R. Mackenzie
F. F. White
J. Edward Masters
C. M. Williams
James S. Matteson
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F. F. White, representing the committee on professional ethics, appeared
in support of charges preferred by a member of the institute against another
member, to the effect that such member had infringed the rules of the
institute, in that in violation of the second rule of the rules of professional
conduct of the institute he did prepare a certain balance-sheet which con
tained an essential mis-statement of fact or omission therefrom of such a
fact as would amount to an essential mis-statement, and did so prepare such
balance-sheet either wilfully or with such gross negligence as to be inex
cusable.
This complaint had been considered by the committee on professional
ethics, which found prima facie evidence of a breach of rule 2, and had so
reported to the executive committee, which in turn had prepared formal
charges against the member accused.
Complainant and respondent presented their evidence in person.
After consideration of the evidence the following resolution was adopted:
Resolved, that the accused member be found guilty of violation of rule
2 of the rules of professional conduct, and that the council in admonishing
such member does not wish to add any punishment in view of the fact that
he has unconditionally stated to the council that he was in error in having
concealed certain facts, and that he did not propose to do anything of a like
nature in the future.
It was further resolved that the institute looks with disfavor on the
concealment of any material facts in the preparation of a balance-sheet,
operating statement or other statement or in any publication thereof.
It was resolved that the findings of the trial board be published without
the names of the parties concerned.
The trial board adjourned.
The council convened.
The statements of accounts prepared by the treasurer were submitted and
accepted.
A summary of the report of the board of examiners was read. The
report was accepted and ordered printed in the year-book.
A supplementary report of the board of examiners recommending the
election of certain applicants as members or associates was unanimously
adopted, and the applicants were declared elected.
The report of the committee on professional ethics was read and ac
cepted. It was resolved that the recommendations contained in the report
be considered separately.
It was resolved that the recommendation of the committee that rule 11
be amended by the omission of the last sentence be referred to the institute
for action.
The recommendation of the committee that rule 2 be amended by in
serting after the words “essential mis-statement” in the fourth line a further
clause, “or a failure to put prospective investors on notice in respect of an
essential or material fact not specifically shown in the balance-sheet itself,”
was unanimously adopted.
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As amended the rule reads:
(2) The preparation and certification of exhibits, statements, schedules
or other forms of accountancy work, containing an essential mis-statement
of fact or omission therefrom of such a fact as would amount to an essen
tial mis-statement or a failure to put prospective investors on notice in
respect of an essential or material fact not specifically shown in the balancesheet itself, shall be, ipso facto, cause for expulsion or for such other dis
cipline as the council may impose upon proper presentation of proof that
such mis-statement was either willful or was the result of such gross
negligence as to be inexcusable.
The report of the executive committee was read.
It was moved and seconded that the report be received and the recom
mendations be adopted, except those recommendations which should be
referred to the meeting of the institute.
The motion was carried.
It was moved that all acts of the executive committee during the year
be approved and ratified.
The motion was seconded and adopted.
The recommendation of the committee that the report of the sub
committee on building should be referred to the institute was unanimously
adopted.
The recommendation of the committee that the council approve the pro
posed increase of dues of members, and that such increase be made retro
active to September 1st was unanimously adopted.
The recommendation of the committee that the letters C. P. A. and every
other designation be omitted from the certificates of membership or any
other publication of the institute, such as year-book, etc., was unanimously
adopted.
The recommendation of the committee that the executive committee be
authorized to pay the dues of members in financial difficulties was unani
mously adopted.
The recommendation that a new committee be appointed to consider the
question of chapter formation and that no further action be taken at this
time was unanimously adopted.
The report of the committee on budget and finance was read.
It was resolved that an additional appropriation of $1,000 for the pur
chase of printing appliances for the offices of the institute be added to the
budget.
The budget as amended was adopted.
On motion it was resolved that reading of the report of the committee
on constitution and by-laws be omitted, in view of the fact that the report
had been printed and distributed to all members of the institute.
It was resolved that the report be referred for action to the institute.
The chairman of the committee on ethical publicity stated that his com
mittee had no written report to make and expressed the opinion that until
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all members agreed not to advertise in any way the labors of his committee
would be largely wasted.
The oral report of the chairman was accepted.
It was resolved that a committee be appointed to draft resolutions relative
to the deaths of Seymour Walton and Charles Neville and other members
of the institute who had died during the past year.
A summary of the report of the committee on federal legislation was
read. The report was accepted and ordered printed in the year-book.
The report of the committee on publication was read.
It was moved and seconded that the report be accepted and that the
recommendations contained in the report be approved.
The motion was unanimously adopted.
The report of the committee on nominations was read and accepted.
The report of the committee on state legislation was read and accepted.
The report of the special committee on procedure was presented and was
approved for publication in the year-book.
The report of the special committee on administration of endowment was
read and accepted.
The report of the committee on increased membership was read and
accepted.
Under the heading of new business a letter was read from a member of
the institute complaining against a circular issued by a firm consisting of
members of the institute.
It was moved that the matter be referred to the committee on ethical
publicity.
An amendment was offered to the effect that in addition to referring the
matter to the committee on ethical publicity the council should go on record
as disapproving the issuance of such circulars by any members of the
institute.
The amendment was adopted.
The original motion as amended was adopted.
The meeting adjourned.
COUNCIL

Regular Meeting, Thursday, September 23, 1920

The regular meeting of the council of the American Institute of Ac
countants was called to order at 10 A. M., Thursday, September 23, 1920, at
the New Willard Hotel, Washington, District of Columbia.
The following were present:
Carl H. Nau, president, in the chair.
W. P. Hilton, vice-president.
T. Edward Ross, vice-president.
J. E. Sterrett, treasurer.
A. P. Richardson, secretary.
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Harvey S. Chase
Hamilton S. Corwin
J. D. M. Crockett
Ernest Crowther
W. Sanders Davies
John F. Forbes
J. S. M. Goodloe
Edward E. Gore
Elmer L. Hatter
J. E. Hutchinson
Clifford E. Iszard
J. Porter Joplin

Page Lawrence
W. R. Mackenzie
Overton S. Meldrum
Waldron H. Rand
Ernest Reckitt
F. A. Ross
John R. Ruckstell
W. Ernest Seatree
W. A. Smith
Edward L. Suffern
C. M. Williams
William Jeffers Wilson

Carl H. Nau was unanimously elected chairman of the council.
A. P. Richardson was unanimously elected secretary of the institute
for the current fiscal year.
A. P. Richardson was elected secretary of the council and secretary of
all committees, standing and special, for the current fiscal year.
The following nominations for members of the executive committee were
made:
Hamilton S. Corwin
T. Edward Ross
W. Sanders Davies
E. W. Sells
John B. Niven

It was moved and seconded that these members be elected members of the
executive committee.
The motion was unanimously adopted.
It was moved that the following be elected members of the committee on
professional ethics for the current fiscal year:

J. Porter Joplin
J. E. Masters

F. F. White
J. D. M. Crockett
John F. Forbes

The motion was unanimously adopted.
John F. Forbes, Charles E. Mather and Waldron H. Rand were nominated
as members of the board of examiners for the term of three years to fill
the vacancies caused by the expiration of the terms of Waldron H. Rand,
Charles S. Ludlam and H. Ivor Thomas.
The members named were unanimously elected.
It was resolved that the secretary’s salary be paid as provided in the
budget.
J. S. M. Goodloe asked permission to supplement the report presented
by the former committee on state legislation, to the effect that in view of the
representations made by the secretary and treasurer of the Oklahoma state
board of accountancy, the committee recommend that the council record its
approval of the Oklahoma C. P. A. law as at present administered.
The motion was seconded.
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The following substitute motion was made:
Resolved, that the negotiations sought to be undertaken by the Okla
homa board of accountancy be referred first to the board of examiners of
the institute for approval, and the board of examiners be instructed to report
immediately to the executive committee, to which is given power to act on
behalf of the council in recognition of the present administration of the
Oklahoma law as satisfactory to the institute.
The substitute motion was adopted.
It was moved, in view of the statement of the executive committee that
donations to the endowment fund had been disallowed as donations in com
puting taxable net income, and in view of a further statement from the
commissioner of internal revenue in a letter to the secretary that he held
such donations to the endowment fund of the institute as not deductible,
that the matter be referred to the executive committee with full power to
act, whether that action be in the nature of causing a new corporation to be
formed to carry on the work of the endowment fund or such other steps as
may seem advisable.
The motion was adopted.
It was resolved that a committee be appointed by the president to con
sider the matter of propaganda in regard to the value of accounting services,
and that such committee be requested to collect as far as practicable adver
tising matter issued by accounting firms and individual accountants, and to
have such matter reproduced and copies sent to all members of the institute,
so that at the time of the next annual meeting members could come with
a definite notion of the question of advertising which would be under dis
cussion at that time.
The motion was adopted.
The chair appointed Arthur W. Teele, John F. Forbes, J. E. Sterrett and
W. Sanders Davies members of the committee.
It was resolved that the sum of $500.00 should be appropriated for the
use of the committee.
It was resolved that the name of the committee should be the special com
mittee on professional advancement
The meeting adjourned sine die.
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Edited by Stephen G. Rusk
There have been many treasury decisions accumulated since the last issue
of The Journal of Accountancy, and the subject matter is so varied and
interesting that we recommend for them a careful reading. Because of the
number and the amount of space that the publication of these decisions will
occupy we refrain from comment thereon, except to point out a few of
special interest.
Treasury decision No. 3050 is especially interesting, and should have careful
consideration by accountants in states that have enacted inheritance-tax
laws, for it sets forth succinctly why inheritance taxes are not deductible in
computing federal income taxes.
Stock dividends, as distinguished from cash dividends, are the subject
matter of treasury decision No. 3052.
Rules are laid down in treasury decision 3058 for the inventorying of
merchandise by dry-goods dealers.
The above-mentioned decisions, together with those treating of depletion
of combined oil and gas wells and various other matters, will be found well
worth a few hours’ time of any one whose opinion is sought upon incometax matters.
(T. D. 3047, July 24, 1920)
Income tax
Section 203, revenue act of 1918—Inventories at market—Regulations No. 45
amended
Article 1584, regulations No. 45, is hereby amended to read as follows:
Art. 1584. Inventories at market—Market means the current bid price
prevailing at the date of the inventory for the particular merchandise, and
is applicable to goods purchased and on hand and to basic materials in goods
in process of manufacture and in finished goods on hand, exclusive, however,
of goods on hand or in process of manufacture for delivery upon firm sales
contracts at fixed prices entered into before the date of the inventory, which
goods must be inventoried at cost. Where no open-market quotations are
available the taxpayer must use such evidence of a fair market price at the
date or dates nearest the inventory as may be available to him, such as
specific transactions in reasonable volume entered into in good faith, or com
pensation paid for cancellation of contracts for purchase commitments. The
burden of proof will rest upon the taxpayer in each case to satisfy the com
missioner of the correctness of the prices adopted. It is recognized that in
the latter part of 1918, by reason among other things of governmental con
trol not having been relinquished, conditions were abnormal and in many
commodities there was no such scale of trading as to establish a free market.
In such a case, when a market has been established during the succeeding
year, a claim may be filed for any loss sustained in accordance with the pro
visions of section 214 (a) (12) or section 234 (a) (14) of the statute. See
articles 261-268.
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(T. D. 3048, July 26, 1920)
Income tax—Decision of court
Interest which accrued prior to 1909 and was paid in 1911 was not income
within the provisions of the excise tax law of 1909.
The appended decision of the United States district court of Minnesota,
handed down in March, 1920, in the case of Northern Pacific Railway Co.,
plaintiff, v. Lynch, collector, is published for the information of internal
revenue officers and others concerned.
District court of the United States of the district of Minnesota. No. 1005
Northern Pacific Railway Co., plaintiff, v. Edward J. Lynch, collector of
internal revenue, defendant
Pursuant to stipulation of the parties waiving a jury duly filed, this case
comes on for hearing before the undersigned without a jury at St. Paul on
the 22d day of March, 1920, Charles W. Bunn appearing for the plaintiff
and Alfred Jaques for the defendant.
The court, having heard the parties, finds as facts :
1. The item, interest on advances to Spokane, Portland & Seattle Rail
way Co. ($1,603,707.50), was interest accrued before January 1, 1909, on
advances which the plaintiff made for construction of the railway of the
Spokane, Portland & Seattle Railway Co. This railway was a joint enter
prise of the plaintiff and the Great Northern Railway Co., and its construc
tion was provided for in an agreement between the Northern Pacific Railway
Co. and the Great Northern Railway Co., made on the 1st day of January,
1908, and a further agreement contemporaneously made between the said
two railway companies and the Spokane, Portland & Seattle Railway Co.,
dated on the same day. It was specially agreed in said contracts that ad
vances of money made by either the Northern Pacific Railway Co. or Great
Northern Railway Co. for carrying on the said joint enterprise should be
repaid with interest at the rate of 5 per cent per annum from the time of
making each advance. These advances commenced on or about the date of
said contracts and continued until some time in the year 1911. The interest
accruing on the advances was not entered up either on plaintiff’s books or
of those of the Spokane, Portland & Seattle Railway Co. until the construc
tion work was completed in 1911, when the advances made by the Northern
Pacific Railway Co. with interest were repaid by the Spokane, Portland &
Seattle Railway Co. according to the terms of said contract. The item of
interest in question is the amount of interest which accrued on said advances
prior to the 1st of January, 1909, and which was settled and paid in the
year 1911.
2. The plaintiff on the trial abandoned the claim made in the complaint
on account of the item of $263.18.
3. The other item included in this suit was definitely ascertained and
vested in the plaintiff before the 1st day of January, 1909, and were on that
day the property of the plaintiff.
The court directs judgment in favor of the plaintiff against the defendant
in the sum of $16,040.98, together with interest at the rate of 6 per cent
from the 12th day of September, 1917, the date of plaintiff’s payment to
defendant under protest.
(T. D. 3049, July 27, 1920)
Income tax—Compensation of federal judges—Opinion of the attorney
general
The compensation of a judge of the supreme court or of an inferior court
of the United States is subject to a statute imposing an income tax enacted
before his term of office begins.
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In the case of Evans v. Gore (T. D. 3037 of June 21, 1920), the supreme
court held that salaries of federal judges, appointed before the incidence of
the revenue act of 1918, are not subject to payment of income tax there
under. The attorney general, in response to a request from the secretary of
the treasury, has advised that the salary of a federal judge may be sub
jected to a federal income tax where the act imposing such tax is passed
prior to the time the judge in question took office. A copy of the opinion of
the acting attorney general is published herewith for your information.
This office will be governed by the opinion of the acting attorney general.

Department of Justice
Washington, June 21, 1920.
Dear Mr. Secretary : I have the honor to acknowledge receipt of your
request to be advised whether, in view of the supreme court’s decision in
the case of Evans v. Gore, to refrain from the collection of income taxes
under the revenue act of 1918 from judges and the president taking office
after the passage of the act, as well as from those in office when the law was
passed.
In the opinion of the solicitor accompanying your request certain quota
tions are made from the opinion of the court in the case above referred to
as indicating that the court intended to hold that the salary of no federal
judge could constitutionally be included in his taxable income regardless of
whether he became a judge before or after the passage of the act. I do not
think, however, that anything that was said in that opinion can fairly bear
this construction. That question was not before the court. The judge then
contesting the constitutionality of the law was appointed many years ago,
and the rights of one appointed subsequent to the enactment of the law were
in nowise involved. The only question was whether the requirement that a
judge’s salary should be included in his taxable income was, within the mean
ing of the constitution, a diminution of his compensation as it had been
fixed by act of congress prior to the enactment of this tax law. Congress has
the same power to fix the compensation of judges that it has to levy taxes,
except that it has no power during the term of office of a judge to fix his
compensation at a sum less than it was when he became a judge.
The effect of the recent decision is to hold that the levying of a tax upon
the compensation thus fixed is a diminution of that compensation in the con
stitutional sense. In fixing the compensation, however, which judges hereafter
appointed shall receive, there is no limitation upon the power of congress.
It may fix the compensation of such judges at a figure less than that now
received by judges of the same rank, and which the latter will be entitled
to receive during the remainder of their service. In fixing such compensation,
I see no reason why congress may not say that the compensation shall be a
certain amount less a fixed percentage thereof which shall be paid or retained
as an income tax. When, therefore, after the salary of the judges has been
fixed by law and another act has been passed making those salaries subject
to a fixed and definite income tax, a judge who is appointed takes his office
with his actual compensation fixed at the amount of the salary less the
amount of income tax. Upon assuming the duties of the office he is entitled
to receive no more than this; and when he pays the tax previously fixed by
law there has been no diminution of the compensation to which he was entitled
at the beginning of his term of service. I am unable to see, therefore, that
there is anything in the recent opinion of the supreme court which relieves a
judge appointed since the enactment of the income-tax law from paying the
tax imposed by that law.
Respectfully,
William L. Frierson,
Acting Attorney General.
Hon. David F. Houston,
Secretary of the Treasury, Washington, D. C.
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(T. D. 3050, July 27, 1920)
Income tax—Decision of court
Deductibility of New York inheritance tax in computing income of
legatee.
The tax imposed by the state of New York on the transfer of decedent’s
estate is a tax on the right of disposition of the property, and is not a tax
on the privilege of the legatee to receive it. Therefore in computing the net
income of the legatee subject to the income tax the New York inheritance
tax is not a proper deduction from gross income under the provisions of
section 2, paragraph B, act of October 3, 1913.
The appended decision of the United States circuit court of appeals for
the second district in the case of Elisabeth S. Prentiss v. Mark Eisner, col
lector, third district of New York, affirming the judgment of the lower court
(260 Fed., 589, T. D. 2933), is published for the information of internal
revenue officers and others concerned.
United States Circuit Court of Appeals for the Second Circuit
Elisabeth S. Prentiss, plaintiff in error (plaintiff below), v. Mark Eisner,
collector of internal revenue, third district of New York, defendant
in error (defendant below).
Before Rogers, Hough and Manton, circuit judges
This cause comes here on writ of error to the United States district court
for the southern district of New York.
The facts are stated in the opinion.
Rogers, circuit judge: This is an action to recover from the defendant
the sum of $7,432.88 with interest, which amount the plaintiff alleges she was
wrongfully compelled to pay to the defendant as collector of internal revenue.
It appears that the plaintiff and her then husband, since deceased, filed
with the defendant a joint return of their net income for the year 1913, pur
suant to the act of congress approved October 3, 1913 (U. S. Stat. L., vol.
38, pt. 1, ch. 16, Sec. II, p. 166).
The aforesaid act of congress, in paragraph B, page 167, provided as
follows:
That, subject only to such exemptions and deductions as hereinafter
allowed, the net income of a taxable person shall include gains, profits and
income, including * * * but not the value of property acquired by gift,
bequest, devise, or descent. * * *
That in computing the net income for the purpose of the normal taxes
there shall be allowed as payment; * * * third, all national, state,
county, school and municipal taxes paid within the year, not including those
assessed against local benefits.
And in paragraph D, page 168, it provided as follows:
The said tax shall be computed upon the remainder of said net income
of each person subject thereto accruing during each preceding calendar year
ending December thirty-first: provided, however, That for the year ending
December thirty-first, nineteen hundred and thirteen, said tax shall be com
puted on the net income accruing from March first to December thirty-first,
nineteen hundred and thirteen, both dates inclusive, after deducting fivesixths only of the specific exemptions and deductions herein provided for.
It appears, too, that in the year 1913 the plaintiff inherited a portion of
her father’s estate, and that on the inheritance thus received by her the state
of New York assessed against her an inheritance tax of $259,805.71, which
amount she paid on December 11, 1913.
The plaintiff in making her income return under the act of congress in
cluded therein as a deduction five-sixths of the inheritance tax which she had
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paid to the state of New York, which amounted to $216,504.75. This deduc
tion was not allowed by the commissioner of internal revenue, and he levied
and assessed against her an additional tax of $7,432.88. Thereupon she in
stituted this action to recover back the amount so paid.
The complaint was demurred to upon the ground that it did not state facts
sufficient to constitute a cause of action. The court below sustained the
demurrer and dismissed the complaint.
The question of law thus presented is whether the payment by the plain
tiff of the inheritance tax to the state of New York was a proper deduction
from her income tax return for the year 1913. That is the sole question
herein involved. The plaintiff’s contention is that the inheritance tax which
she paid to the state of New York was a tax paid to a state, and therefore
under the act of congress the plaintiff was entitled to make the deduction
of five-sixths of the amount so paid in making her income return.
The commissioner of internal revenue in making the ruling to which
reference has been made stated that—
A collateral inheritance tax levied under the laws of the state of New
York being, as it is, a charge against the corpus of the estate, does not con
stitute such an item as can be allowed as a deduction in computing income
tax liability to either the estate or beneficiary thereof.
The district judge in sustaining the demurrer states that he did not regard
the New York transfer tax “as imposing a tax upon the plaintiff’s right of
succession which is deductible in her income tax return.”
Material provisions of the New York transfer tax act may be found in
the margin.
The New York act reads as follows in section 220 of Article X:
A tax shall be and is hereby imposed upon the transfer of * * *
property * * *
to persons or corporations in the following cases
* * *
: (1) When the transfer is by will or by the interstate laws of
this state * * *
(4) when the transfer is by deed * * * intended to
take effect in possession or enjoyment at or after such death. * * * The
tax imposed hereby shall be upon the clear market value of such property at
the rates hereinafter prescribed.
Section 224 reads as follows:
Lien of tax and collection by executors, administrators and trustees.—
Every such tax shall be and remain a lien upon the property transferred until
paid, and the person to whom the property is so transferred, and the execu
tors, administrators, and trustees of every estate so transferred shall be per
sonally liable for such tax until its payment. Every executor, administrator
or trustee shall have full power to sell so much of the property of the
decedent as will enable him to pay such tax in the same manner as he might
be entitled by law to do for the payment of the debts of the testator or
intestate. Any such executor, administrator or trustee having in charge or
in trust any legacy or property for distribution subject to such tax shall
deduct the tax therefrom and shall pay over the same to the state comptroller
or county treasurer, as herein provided. If such legacy or property be not in
money, he shall collect the tax thereon upon the appraised value thereof from
the person entitled thereto. He shall not deliver or be compelled to deliver
any specific legacy or property subject to tax under this article to any person
until he shall have collected the tax thereon. If any such legacy shall be
charged upon or payable out of real property, the heir or devisee shall deduct
such tax therefrom and pay it to the executor, administrator or trustee, and
the tax shall remain a lien or charge on such real property until paid; and
the payment thereof shall be enforced by the executor, administrator or
trustee, in the same manner that payment of the legacy might be enforced,
or by the district attorney under section two hundred and thirty-five of this
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chapter. If any such legacy shall be given in money to any such person for
a limited period, the executor, administrator or trustee shall retain the tax
upon the whole amount, but if it be not in money, he shall make application
to the court having jurisdiction of an accounting by him, to make an ap
portionment, if the case require it, of the sum to be paid into his hands by
such legatee, and for such further order relative thereto as the case may
require.
The right to dispose of property by will is statutory. The matter has
always been recognized as within the legislative control. In the reign of
Henry II (1154-1189) a man’s personal property was, at his death, divided
into three equal parts, if he died leaving a wife and children: One part went
to his wife, another to his children, arid only the remaining third could be
disposed of by his will. And, at least after the establishment of the
feudal system and prior to the enactment of the statute of wills (32 Henry
VIII), the right to make a will of real estate was not known to the English
law.
There has been and still is a difference of opinion among the courts as to
the exact nature of an inheritance tax. It is generally agreed that such a
tax is not upon the property or money bequeathed. The dispute is over the
question whether the tax is laid on the privilege of receiving the property so
transmitted. The right to transmit and the right to receive are distinct, and
each is alike under the legislative control. The distinction between the right
to transmit and the right to receive is important, and upon the distinction
depends the right to deduct or not to deduct the amount of the tax in the
income return submitted to the federal government.
The circuit court of appeals in the third circuit has recently decided
Lederer v. Northern Trust Co. (262 Fed., 52). In that case the question
arose as to the right to deduct a tax paid under the collateral inheritance tax
act in the state of Pennsylvania. The answer to be given to that question
depended upon whether the Pennsylvania tax was an estate tax, the burden
of which was imposed upon the estate of a decedent as claimed by the
executors, or was a legacy tax, the burden of which was imposed upon the
legatee or beneficiary. It happened that the supreme court of Pennsylvania
in Jackson v. Myers (257 Pa., 104) had squarely decided that the collateral
inheritance tax of that state was not levied upon an inheritance or legacy,
but upon the estate of the decedent, and had held that what passed to the
legatee was simply the portion of the estate remaining after the state had
been satisfied by receiving the tax. The circuit court of appeals held that the
decision of the supreme court of Pennsylvania construing the inheritance tax
law of that state was binding on the federal courts, and that inasmuch as the
tax was held by that court as a tax on the estate and not a tax on the in
heritance, the amount of the tax so paid was properly deductible in comput
ing the net estate under the act of congress of September 8, 1916. Under a
like state of facts we should have no difficulty in reaching a like conclusion.
But the case with which we are dealing presents a different question, in
volving, as it does, the tax law not of Pennsylvania but of New York.
In 1900 the supreme court in Knowlton v. Moore (178 U. S., 41) had
under consideration a tax imposed under the war revenue act of June 13,
1898 (20 Stat., 448). The opinion in that case is exhaustive and occupies
about 70 pages. It deals with the subject of death duties and sustains the
constitutional right of congress to impose death duties. In the course of the
opinion, which was written by Justice (now Chief Justice) White, it was
said:
Thus, looking over the whole field, and considering death duties in the
order in which we have reviewed them, that is, in the Roman and ancient
law; in that of modern France, Germany and other continental countries;
in England and those of her colonies where such laws have been enacted,
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in the legislation of the United States and the several states of the Union—
the following appears: Although different modes of assessing such duties
prevail, and although they have different accidental names, such as probate
duties, stamp duties, taxes on the transaction, or the act of passing of an
estate or a succession, legacy taxes, estate taxes, or privilege taxes, neverthe
less tax laws of this nature in all countries rest in their essence upon the
principle that death is the generating source from which the particular taxing
power takes its being, and that it is the power to transmit, or the transmis
sion from the dead to the living, on which such taxes are more immediately
rested.
It thus appears, as the opinion of the court, that in general death duties
are imposed on the power to transmit. However, the immediate question
with which we are now concerned is whether the so-called tax which the
New York law has imposed, and which is herein involved, is a tax upon
the power to transmit or is laid on the power to receive. In 1889 a testator
within the state of New York died and devised and bequested all his estate,—
both real and personal, to the government of the United States. The surro
gate’s court imposed an inheritance tax upon the personal property. The case
was taken on appeal to the general term of the supreme court of New York
and later to the New York court of appeals, by each of which it was affirmed.
It was then taken to the supreme court of the United States, by which it
was in like manner affirmed. The question was whether the personal property
bequeathed to the United States was subject to an inheritance tax under the
laws of New York. The supreme court held the property to be subject to the
tax. (United States v. Perkins, 163 U. S., 625.) In the course of its opinion
the court said: “In this view the so-called inheritance tax of the state of
New York is in reality a limitation upon the power of a testator to bequeath
his property to whom he pleased; a declaration that, in the exercise of that
power, he shall contribute a certain percentage to the public use; in other
words, that the right to dispose of his property by will shall remain, but
subject to a condition that the state has a right to impose. Certainly, if it
be true that the right of testamentary disposition is purely statutory, the state
has a right to require a contribution to the public treasury before the bequest
shall take effect. Thus the tax is not upon property, in the ordinary sense
of the term, but upon the right to dispose of it, and it is not until it has
yielded its contribution to the state that it becomes the property of the
legatee.” And the court went on to say: “That the tax is not a tax upon
the property itself, but upon its transmission by will or by descent, is also
held both in New York and in several other states.” We find no case in the
subsequent decisions of the New York court of appeals in which that court
disclaims the construction placed by the supreme court of the United States
on the New York decisions, or in any way qualifies or overrules the proposi
tion that the “tax” under the New York law is not one upon the property,
but is one upon the right to dispose of it by will or by descent. In the
absence of such a decision it seems to be our duty to follow the law as it is
laid down in the Perkins case unless there can be found in the New York
statute in force, when the present tax was laid, some substantial difference
from the statute in force when that case was decided in the particular now
being considered. If such a difference exists we have failed to detect it,
and learned counsel have failed to point out in what it consists.
The New York court of appeals in 1919 in matter of Watson, 226 N. Y.,
384, 399, the court, in discussing a provision in the New York inheritance tax
law imposing tax upon the transfer of property at the time of death which
had not theretofore paid any tax, local or state, said: “The beneficiary has
no claim to the property of an ancestor except as given by law, and, if the
state has a right to impose a tax at all upon the passing of property, the
transferee takes only what is left after the tax is paid.” The opinion quotes
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at page 396 from the opinion of the supreme court of the United States in
the matter of Penfield, 216 N. Y., 163, 167 (1915), that under the New York
law the inheritance tax is not upon the property but upon the right to dis
pose of it. There is not one word of criticism, not one word of dissent,
and not the slightest suggestion of disapproval of that proposition anywhere
in the opinion.
In matter of Penfield, supra, the New York court declares what it had
several times before stated that “the transfer tax is not a tax upon prop
erty, but upon the right of succession to property.” The language of the
statute is that the tax is “due and payable at the time of the transfer”; that
is, at the death of the decedent. It accrues at that time.
Now a succession tax is a tax upon a transfer of property in general,
and as such is distinguishable from a legacy duty, which is a tax upon
a specific bequest. Under the New York law the succession tax creates a lien
upon the estate of the decedent at the moment of his death. The right of
the state to the amount of this lien attaches at that time and it must be paid
before the transferee, legatee or devisee ever gets anything, and the executor
or administrator is personally liable for the tax until it has been paid. Under
such a law we do not see that the transferee pays the tax. In stating this
conclusion we have not overlooked what was said in the matter of Gihon,
169 N. Y., 443, 447, where it is said that “though the administrator or ex
ecutor is required to pay the tax, he pays it out of the legacy for the legatee,
not on account of the estate. The requirement of the statute that the
executor or administrator shall make the payment is prescribed to secure
such payment, because the government is unwilling to trust solely to the
legatee.” The fact, however, remains that if a legacy left by a will is
$10,000, and the executor has paid to the state on its account a tax of
$500, and then has turned over to the legatee $9,500, the legatee has received
not $10,000 but $9,500, and the legatee has been enriched only to the extent
of the amount which he has himself received, and he has not paid the tax nor
has it been paid by his authority, nor by anyone representing him. The pay
ment has been made by the personal representative of the deceased, and in
making it he has acted under authority of the statute.
As was said by Judge Gray in matter of Swift, 137 N. Y., 77, “What
has the state done, in effect, by the enactment of this tax law? It reaches
out and appropriates for its use a portion of the property at the moment
of its owner’s decease; allowing only the balance to pass in the way directed
by the testator, or permitted by its intestate law.”
We admit that the New York cases on the subject of taxable transfers
are confused and not always clear and consistent. But until the New York
court of appeals authoritatively states that the law of New York is not what
the supreme court of the United States said it was in the Perkins case, this
court has no alternative but to hold that the New York transfer act does
not impose a tax on a legatee’s right of succession which is deductible in her
income tax return. The legacy which the plaintiff herein received under the
will of her father did not become her property until after it had suffered
a diminution to the amount of the tax, and the tax that was paid thereon was
not a tax paid out of the plaintiff’s individual estate but was a payment out
of the estate of her deceased father of that part of his estate which the state
of New York had appropriated to itself, which payment was the condition
precedent to the allowance by the State of the vesting of the remainder in
the legatee.
Judgment affirmed.
(T. D. 3051, July 27, 1920)
War excess profits tax—Title II, act of October 3, 1917—Decision of Court
1. Invested Capital
The act of 1917 undertakes to define “invested capital,” and in com-
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puting invested capital it is necessary to come within the definition con
tained in the act.
2. Invested Capital
Appreciation of capital assets not realized by sale cannot be included
in the computation of invested capital.
3. Statutory Construction
Inequalities in a valid taxing act arising in the application to a par
ticular case cannot be corrected by judicial construction.

4.

Statutory Construction
Where the act is ambiguous the construction of the administrative
officers charged with its execution is entitled to great respect.
The appended memorandum decision of the United States court of claims
in the case of La Belle Iron Works, petitioner, v. the United States is pub
lished for the information of internal revenue officers and others concerned.
Note:—In order that the opinion of the court in the case may be more
clearly understood it may be desirable to state briefly the material facts, as
set out in plaintiff’s petition.
statement of facts

Plaintiff is a West Virginia corporation. Prior to the year 1904 the
corporation acquired certain ore lands, paying therefor the sum of $190,000.
After the said ore lands were so acquired extensive explorations were car
ried on, and it was proved that said lands contained large bodies of ore.
Between the date of purchase and the year 1912 the lands greatly increased
in value. In the year 1912 the actual cash value of said lands was not less
than $10,105,400, and at all times during the years 1912 to 1917 the actual
value of the lands in question was not less than $10,105,400. In the year
1912 the corporation increased the valuation of said lands on its books by
adding thereto the sum of $10,000,000, and carried such last-mentioned sum
to surplus. Thereupon in said year 1912 the corporation declared a stock
dividend in the sum of $9,115,400, representing the increase in value of said
lands. At that time the old stock in the corporation was surrendered by the
shareholders and new stock including the stock dividend was issued. In the
year 1917 the petitioner included the sum representing the increased value of
its lands in the computation of its invested capital for the purpose of deter
mining the amount of its excess profits taxes. The commissioner refused to
allow the corporation to include the said sum of $9,915,400 in computing its
invested capital for the year 1917. Accordingly, said sum was stricken from
the corporation’s invested capital, which was thereby reduced from $26,322,907.14 to $16,407,507.14. The direct result of so reducing the invested capital
of the corporation was an additional excess profits tax of $1,081,184,61, which
was paid under protest. Claim for refund was duly rejected. Plaintiff
thereupon brought the suit in question for the purpose of recovering said
sum of $1,081,184.61, alleging it to have been unlawfuly collected.
Plaintiff alleged that the appreciated value of its ore lands was “tangible
property paid in for stock”—that it was also “earned surplus used or em
ployed in the business,” and therefore came within the definition of invested
capital in the revenue act of 1917. Plaintiff further contended that the con
struction given to the act by the government resulted in inequalities and was
therefore erroneous.
The following is the order of the court dismissing the petition and memo
randum therewith:

295

The Journal of Accountancy
Claims of the United States. No. 34603
(Decided June 28, 1920)
La Belle Iron Works, a corporation, v. United States
This cause coming on to be heard was submitted to the court—three
judges sitting—upon the defendant’s demurrer to the plaintiff’s petition, as
amended, and was argued by counsel. On consideration whereof, the court
is of the opinion that the demurrer is well taken. It is therefore adjudged
and ordered that the defendant’s demurrer to the petition so amended in
this cause be, and the same is hereby, sustained and the petition as amended
is dismissed.
Court

of

memorandum

The court’s conclusions are:
(1) That the act in question (40 Stat., 306) undertakes to define “in
vested capital,” and the averments of the petition cannot be said to bring the
plaintiff’s case within the definition of section 207.
(2) That the increase in value of plaintiff’s ore lands, which was first
declared to be surplus, and afterwards treated as the basis of a stock
dividend, did not thereby become earned surplus or individual profits or
invested capital within the meaning of the act of 1917. The stock dividend
added nothing to, and took nothing from, the corporation’s invested capital.
(3) That the inequalities, which can arise in the application of the
statute to particular cases, cannot be corrected by judicial construction, where
the enactment is otherwise valid.
(4) That where the act is ambiguous or uncertain, the construction of
it by the administrative officers charged with its execution is entitled to
great respect.
(T. D. 3052, August 4, 1920)

Income tax
Stock dividends—Some applications of the decision of the supreme court of
the United States in the case of Eisner v. Macomber, rendered March
8, 1920, in the determination of the taxability of dividends.
The following applications of the decision of the supreme court of the
United States in the case of Eisner v. Macomber in the determination of the
taxability of dividends declared by corporations are published for the in
formation and guidance of internal revenue officers and others concerned:
1. Where a corporation, being authorized so to do by the laws of the
state in which it is incorporated, transfers a portion of its surplus to capital
account, issues new stock representing the amount of the surplus so trans
ferred, and distributes the stock so issued to its stockholders, such stock is
not income to the stockholders, and the stockholders incur no liability for
income tax by reason of its receipt.
2. Where a corporation, being thereunto lawfully authorized, increases
its capital stock, and simultaneously declares a cash dividend equal in amount
to the increase in its capital stock, and gives to its stockholders a real option
either to keep the money for their own or to reinvest it in the new shares,
such dividend is a cash dividend and is income to the stockholders whether
they reinvest it in the new shares or not.
3. Where a corporation, which is not permitted under the laws of the
state in which it is incorporated to issue a stock dividend, increases its
capital stock, and at the same time declares a cash dividend under an agree
ment with the stockholders to reinvest the money so received in the new issue
of capital stock, such dividend is subject to tax as income to the stockholder.
4. Where a corporation, having a surplus accumulated in part prior to
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March I, 1913, and being thereunto lawfully authorized, transfers to its
capital account a portion of its surplus, issues new stock representing the
amount so transferred to the capital account, and then declares a dividend
payable in part in cash and in part in shares of the new issue of stock, that
portion of the dividend paid in cash will, to the amount of the surplus accumu
lated since March 1, 1913, be deemed to have been paid out of such surplus,
and be subject to tax, but the portion of the dividend paid in stock will not
be subject to tax as income.
5. A dividend, paid in stock of another corporation held as a part of the
assets of the corporation paying the dividend, is income to the stockholder
at the time the same is made available for distribution to the full amount of
the then market value of such stock (Peabody v. Eisner, 247 U. S., 347) ;
and if such stock be subsequently sold by the stockholder, the difference
between its market value at date of receipt and the price for which it is sold
is additional income or loss to him, as the case may be.
6. The profit derived by a stockholder upon the sale of stock received as
a dividend is income to the stockholder, and taxable as such even though the
stock itself was not income at the time of its receipt by the stockholder. For
the purpose of determining the amount of gain or loss derived from the sale
of stock received as a dividend, or of the stock with respect to which such
dividend was paid, the cost of each share of stock (provided both the divi
dend stock and the stock with respect to which it is issued have the same
rights and preferences) is the quotient of the cost of the old stock (or its
fair market value as of March 1, 1913, if acquired prior to that date),
divided by the total number of shares of the old and new stock.
(T. D. 3053, August 10, 1920)
Income tax
Gross income of life insurance companies—Article 549 of regulations No. 45,
amended
Article 549 of regulations No. 45 is hereby amended to read as follows:
Art. 549. Gross income of life insurance companies.—A life insurance
company shall not include in gross income such portion of any actual pre
mium received from any individual policyholder as is paid back or credited
to or treated as an abatement of premium of such policyholder within the
taxable year. (a)“Paid back” means paid in cash. (b) “Credited to” means
applied by way of credit to the payment of the premium for the taxable year.
It does not include dividends applied to purchase additional paid-up insur
ance or annuities, or to shorten the endowment or premium paying period,
or in any way that does not actually reduce the premium receipts of the com
pany for the taxable year. (c) “Treated as an abatement of premium”
means of the premium for the taxable year. Where the dividend paid back
is in excess of the premium received from the policyholder within the tax
able year there may be excluded from' gross income only the amount of such
premium received, and where no premium is received from the policyholder
within the taxable year the company is not entitled to exclude from its
premiums received from other policyholders any amount in respect of such
dividend payment.
(T. D. 3055, August 12, 1920)
Income tax
Computation of depletion allowance for combined holdings of oil and gas
wells—Article 214, regulations No. 45, amended. Article 214 of
regulations No. 45 is hereby amended to read as follows:
Art. 214. Computation of depletion allowance for combined holdings of
oil and gas wells.—(1) The recoverable oil belonging to the taxpayer shall be
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estimated for each property separately. The capital account for each prop
erty shall include the cost of value, as the case may be, of the oil or gas
lease or rights, plus all incidental costs or development not charged as ex
pense nor returnable through depreciation. The unit value of the recoverable
oil or gas for each property is the quotient obtained by dividing the capital
account recoverable through depletion for each property by the estimated
number of units of recoverable oil or gas on that property. This unit for
each separate property multiplied by the number of units of oil or gas pro
duced within the year by the taxpayer upon such property will determine the
amount which may be deducted for depletion from the gross income of that
year for that property. The total allowance for depletion of all the oil or
gas properties of the taxpayer will be the sum of the amounts computed for
each property separately: provided,
(2) That in the case of gas properties the depletion allowance for each
pool may be computed by using the combined capital accounts returnable
through depletion of all the tracts of gas land owned by the taxpayer in the
pool and the average decline in rock pressure of all the taxpayer’s wells
in such pool in the formula given in article 211. The total allowance for
depletion in the gas properties of the taxpayer will be the sum of the
amounts computed for each pool.
(T. D. 3056, August 14, 1920)
Income tax
Concerning the creation of a sinking fund by a corporation in order to secure
the payment of its bonds or other indebtedness
The final edition of regulations No. 45 is amended by inserting imme
diately after article 541 a paragraph, to be known as article 541 (a), as
follows:
Art. 541 (a). Creation of sinking fund.—If a corporation, in order
solely to secure the payment of its bonds or other indebtedness, places prop
erty in trust, or sets aside certain amounts in a sinking fund under the
control of a trustee, who may be authorized to invest and reinvest such
sums from time to time, the property or fund thus set aside by the corpora
tion and held by the trustee is an asset of the corporation, and any gain
arising therefrom is income of the corporation and shall be included as such
in its annual return. The trustee, however, is not taxable as such on account
of the property or fund so held. (See sec. 219 and arts. 341 to 347.) If
such fund is invested by the trustee in whole or in part in bonds, the trustee
when presenting coupons from the bonds for payment shall file ownership
certificates (form 1001 revised), whether or not the bonds contain a taxfree covenant clause. (See art. 366.)
(T. D. 3057)
Corporation excise tax—Act of August 5, 1909—Decision of court
1. Mutual Life Insurance Company—Income Received During the
Year—Surplu s—Dividends
In the case of a mutual life insurance company, transacting business on
the level-premium plan, the surplus out of which dividends are paid in any
year consists of the ascertained over-payments of premiums for the preceding
year. Therefore, surplus for the year 1909 was received prior to the time
the act became effective, and dividends paid out of such surplus and applied,
at the option of the policyholder, to purchase paid-up additions and annuities
or in partial payment of renewal premiums, were not income for the year in
which they were applied. The surplus from premiums out of which the
dividends for the year 1910 were declared was a part of the income for the
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1909, and formed a basis for taxation for that year. Maryland Casualty Co.
v. United States, 251 U. S., 342, distinguished.
2. Deferred Premiums—Accrued Interest—Income When Received
Premiums due and deferred and interest due and accrued but not actually
collected in cash within the taxable year are not income “received.”
3. Interest on Policy Loans—Income When Paid
Interest on policy loans, which by the terms of the contract was added to
the principal when it became due, does not constitute income where it re
mains unpaid by the policyholder.
4. Deductions—Amortization of Bonds—Depreciation
Decrease in the value of assets of an insurance company through amort
ization of premiums on bonds are mere book adjustments and are not
deductible as an item of depreciation.
5. Deductions—Net Addition to Reserve—Definition
The reserve funds, the net addition to which is to be deducted from the
gross income of a life insurance company in computing its net income, are
those funds which are built up to mature the policy, and do not include funds
reserved, because of liabilities on supplementary contracts not involving life
contingencies and canceled policies upon which a cash-surrender value may
be demanded.
6. Judgment Modified
The judgment of the district court (248 Fed., 568) modified.

The appended decision of the United States circuit court of appeals for
the seventh circuit in the case of Henry Fink, collector, etc., v. Northwestern
Mutual Life Insurance Co., is published for the information of internal
revenue officers and others concerned.
United States Circuit Court

of Appeals for the Seventh Circuit.
No. 2675
(October term, 1919; April session, 1920)
Henry Fink, collector of internal revenue for the eastern district of Wis
consin, plaintiff in error, v. Northwestern Mutual Life
Insurance Co., defendant in error
Appeal from the district court for the eastern district of Wisconsin
[June, 1920]
Before Baker, Evans and Page, circuit judges
Page, circuit judge: This case comes here on a writ of error to reverse
the judgment for plaintiff in the district court, entered by Judge Geiger (see
248 Fed., 568, where the facts are fully stated). The insurance company,
the defendant in error, will herein be known as plaintiff and the collector
of internal revenue, plaintiff in error, will herein be known as defendant.
The commissioner of internal revenue amended plaintiff’s returns of in
come for the years 1909 and 1910, filed under the excise tax law of August
5, 1909, and thereby greatly increased the tax. This suit was brought to
recover that increase, paid under protest.
Defendant states the following as the questions involved, and they will
be determined as written:

I

I. Whether dividends applied at the option of the policyholders to pur
chase paid-up additions and annuities were not income for the year in which
so applied within the meaning of the act.

299

The Journal of Accountancy
2. Whether dividends applied at the option of the policyholders in
partial payment of renewal premiums were not income for the year in which
so applied within the meaning of the act.
The excise tax act of August 5, 1909 (36 Stats. L., ch. 6, p. 11 (112),
provides:
* * * Every insurance company * * * organized under the laws
* * * of any state * * * shall be subject to pay annually a special
excise tax * * * equivalent to one per centum upon the entire net in
come over and above $5,000 received by it from all sources during such year,
exclusive, etc. * * * Such net income shall be ascertained by deducting
from the gross amount of the income of such * * * insurance company,
received within the year from all sources, * * * (second) * ♦ *
and in the case of insurance companies the sum other than dividends, paid
within the year on policy and annuity contracts and the net addition, if any,
required by law to be made within the year to reserve funds;
Disregarding the deductions, the basis for the tax is “income * * *
received * * * during such year.”
Plaintiff is a mutual insurance company, organized under the laws of
Wisconsin, and annually collects level premiums which are sufficiently large
to pay the insurance cost, including reserves, and all of the expenses of the
business. Usually there is something left over for a surplus, which surplus
is required by the laws of the State of Wisconsin to be divided among the
policyholders. The dividend of surplus is in no sense a dividend of profits.
By dividing such a surplus by means of the so-called “dividend,” the com
pany simply says to its policyholders: “There is available to you, from
funds heretofore paid by you to this company, a sum of money that may be
used by you for the payment of premiums, paid-up additions, annuities, or
for whatever use you may choose to make of it.”
The excise law did not take effect until January 1, 1909, and, inasmuch
as the surplus converted into dividends in 1909 was received by the company
before the law went into effect, that surplus, converted into dividends,
was not income for 1909. The surplus from premiums, out of which
the dividends for 1910 were declared, was a part of the income for
1909, and formed a basis for taxation, under the excise law, for that
year, and could not, as dividends, form a basis for further taxation.
In other words, the fair interpretation of the statute is that income
forms a basis for taxation only for the year in which it was received.
Herold v. Mutual Benefit Life Ins. Co., 201 Fed., 918; Maryland Casualty
Co. v. United States, decided by the Supreme Court of the United States
January 12, 1920; Hays v. Gauley Mt. Coal Co., 247 U. S., 192. There is
nothing in Maryland Casualty Co. v. United States, supra, out of harmony
with this interpretation. It was said that funds of an insurance company,
which had escaped taxation in the year in which they were received because
they had been set aside as a reserve in that year and therefore had formed
no basis for taxation, might, if they were released from that reserve to the
general uses of the company, be treated as income for the year in which they
were so released.
II
3. Whether premiums due and deferred and interest due and accrued,
but not actually collected in cash, were not income within the meaning of the
act.
In Hays v. Gauley Mt. Coal Co., supra, this question was answered con
trary to the contention of the government in the following language:
The expression “income received during such year,” employed in the act
of 1909, looks to the time of realization rather than to the period of accrue

300

Income-tax Department
ment, except as the taking effect of the act on a specified date (Jan. 1, 1909),
excludes income that accrued before that date.
See also Maryland Casualty Co. v. United States, supra.

III
4. Whether interest on policy loans, which by the terms of the contract
was added to the principal of the loan when it became due and remained
unpaid by the policyholders, was not income within the meaning of the act.
This question is answered contrary to the government’s contention by
Board of Assessors, etc., v. New York Life Ins. Co., 216 U. S., 517.

IV
5. Whether increases in the value of assets because of accrual of dis
counts were not income, and decreases in value of assets because of amort
ization of premiums on bonds were a deduction from income under the act.
In the reassessment the commissioner added to income for the two years
a total as “accrual of discount” of $67,268.96, and deducted for “depreciation”
(amortization of bonds) for the two years $231,654.86. In his findings of
fact, Judge Geiger said:
Plaintiff waived objection in each amended return made by the commis
sioner of internal revenue to the item “accrual of discount” and to the item
“depreciation.”
Thereupon the court disposed of those items by deducting the “accrual
of discount” from the “depreciation,” giving plaintiff a net deduction of
$164,385.90. Inasmuch as plaintiff waived objection to items “accrual of dis
count,” the propriety of such a charge will not be discussed here. If deduc
tion by reason of amortization of premiums on bonds was proper, it must
have been so under the following provision of the statute, viz.:
All losses actually sustained within the year and not compensated by
insurance or otherwise, including a reasonable allowance for depreciation of
property, if any.
There was no sale. The item arose from mere book adjustments. In
our opinion amortization of bonds does not come within any definition of
“depreciation” under this or similar acts. In considering the excise statute,
the supreme court has said:
What was here meant by “depreciation of property?” We think congress
used the expression in its ordinary and usual sense as understood by business
men. It is common knowledge that business concerns usually keep a de
preciation account, in which is charged off the annual losses for wear and
tear, and obsolescence of structures, machinery, and personality in use in
the business.
The court then said that it did not consider the statute covered a de
preciation of a mine by exhaustion of the ores. Von Baumbach v. Sargent
Land Co., 242 U. S., 534. See also Lumber Mut. Fire Ins. Co. v. Malley,
256 Fed., 383; Baldwin L. Works v. McCoach, 221 Fed., 59; Van Dyke v.
Milwaukee, 159 Wis., 460.
Plaintiff’s claim that this question is not within the issues in this case
is clearly overborne by its second and eleventh assignments of reasons why
the tax is excessive and illegally assessed, viz.:
2. No greater amount of taxes should have been * * * collected
* * * for the year 1909 than the sum of $43,729.78, etc.
Number 11 is similar. It seems clear that a suit of this character is for
all purposes a contest between the government and the taxpayer, the question
being, how much tax should the plaintiff have paid? In Crocker v. Malley,
249 U. S., 223, the court found that the tax actually assessed against the
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plaintiffs as a joint stock association was improperly assessed and collected
because the plaintiffs were not a joint stock association, but simply trustees.
At page 235 the court said:
The district court, while it found for the plaintiffs, ruled that the de
fendant was entitled to retain * * * the amount of the tax that they
should have paid as trustees. * * * y^g commissioner of internal revenue
rejected the plaintiffs’ claim, and the statute does not leave the matter clear.
The recovery, therefore, will be from the United States. (Rev. Stats., sec.
989.) The plaintiffs, as they themselves alleged in their claim, were the
persons taxed, whether they were called an association or trustees. They were
taxed too much. If the United States retains from the amount received by
it the amount that it should have received, it cannot recover that sum in a
subsequent suit.
See also Missouri River, F. S. & G. R. Co. v. United States, 19 Fed., 67.
Plaintiff cites the Eaton cases, 218 Fed., 188. The reason given by the court,
in the first case, for allowing items “bonds for accrual of discount” and
“bonds for amortization of premiums” is—
Because the testimony shows that the method of annually scaling down the
book values of bonds purchased at a premium, and making additions to the
book value of bonds purchased below par * * * is in accordance with
the law and the requirements of the insurance departments of the different
states.
The record here shows no such practice by plaintiff. What law that action
was in accordance with the decision does not say, but it certainly was not in
accordance with the excise tax act. Whether it was in accordance with the
requirements of the insurance departments of the different states makes no
difference. The only clause, if any, under the excise law which would permit
the commissioner to exercise any influence upon deductions is the following,
relating to deductions: “The net addition, if any, required by law to be
made within the year to reserve funds.” Under authority of Maryland
Casualty Co. v. United States, supra, the requirement of the insurance com
missioner as to reserves would be a thing “required by law.”
We are of opinion that decreases in value of assets because of amortiza
tion of premiums on bonds were not a proper deduction, and that there should
be deducted from the judgment of the court below the sum of $1,643.86, with
interest thereon at the rate of 6 per cent from January 22, 1912, to the date
of the entry of the original judgment on November 16, 1917.

V
6. Whether an addition to the reserve funds because of liability on sup
plementary contracts not involving life contingencies and canceled policies
upon which a cash surrender value may be demanded was deductible from
gross income under the act.
The excise law permits insurance companies to deduct “the net addition,
if any, required by law to be made within the year to reserve funds.”
Section 1952 of the Wisconsin state law provides:
In determining the amount of the surplus to be distributed there shall be
reserved an amount not less than the aggregate net value of all the outstand
ing policies.
Under this section and section 1950, the insurance commissioner of Wis
consin, as of December 31, in the years 1908, 1909 and 1910, certified his
computation of reserves, and did not include reserves as against the con
tracts in question.
All the actuary would say about what was required by the insurance
commissioner with reference to the reserve in question was, that the blank

302

Income-tax Department
that the company was compelled to fill in contained an item “reserve lia
bilities,” but that no such item was included in “net reserve funds.”
Section 1946X defines “ ‘reserve’ at any time within the policy year” and
“terminal reserve.” The latter is defined to be—
The sum sufficient, with the net premiums coming due, to provide for the
future mortality charges, and mature the policy according to its terms, all
computed upon the table of mortality adopted and the rate of interest
assumed.
The end to be reached in life insurance is to mature the policy by building
up a reserve. The basis of arriving at that desired end is the table of
mortality and the rate of interest assumed, and by the use of them the net
premium is fixed and the reserve is built up from net premiums. Repeating
the process of making the terminal reserve from year to year until the time
when the payment of premiums ceases, matures the policy. The net pre
mium coming due is the foundation of the reserve. Actuary Evans states
it thus:
The reserve is the balance of cash that the company must have on hand
in order to pay out the contract, assuming that the future premiums under
the policy are paid to the company, or, in other words, the increase in the
reserve on the policy would be, specifically, the amount of the premium for
that year paid in, interest on the entire sum, and the cost of the insurance
deducted.
The assistant secretary (Anderson) explained that—
When the policy becomes a claim, it is charged off in the death loss
account as a disbursement * * * for the full amount of the * * *
policy.
When asked what, if anything, is deducted from the general reserve fund
when death occurs, he answered:
A corresponding amount to the death loss which was taken out of dis
bursements—the reserve—is held on that policy. I mean that one part of
reserve account is wiped out and another created.
Just here is the misconception as to what is a life insurance reserve. The
reserve meant in the law is that fund which is built up to mature the
policy. Of course, at the time when the money is taken out of the reserve
account and is not used for immediate payment, it must be held somehow.
In other words, it is reserved for the purpose of future payment. The full
amount is there at the beginning, and there is nothing that has to be built
up or matured. Nothing more can be reserved on that account.
We are of opinion that the decrease in the net value of assets because of
amortization of premiums on bonds was not proper, and that the decrease in
the net value of assets because of liability on supplementary contracts not
involving life contingencies and canceled policies upon which a cash sur
render value may be demanded was not proper, and that there should be
deducted from the judgment of the court below on account of the first item
the sum of $1,643.86, and on account of the latter item the sum of $9,969.08,
an aggregate of $11,612.94, as of January 22, 1912, and that judgment should
be entered for the sum of $131,755.84, being the principal of the original
judgment less said sum of $11,612.94, with interest thereon at 6 per cent
from January 22, 1912, with costs in the district court, which said interest
amounts, to the date of the entry of the judgment in the district court on
December 16, 1917, to $46,641.57. It is adjudged that each party pay its own
costs of the proceedings in this court.
(T. D. 3058, August 16, 1920)
Income tax
Section 203, revenue act of 1918—Inventories of retail dry-goods dealers
Regulations No. 45 are hereby amended by inserting article 1588, reading
as follows:
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Art. 1588. Inventories of retail dry-goods dealers. (1) Retail dry
goods dealers who employ the “retail method,” which is essentially a “cost”
method of valuing inventories, will be permitted to make their returns upon
that basis, provided (a) that the use of such method is designated upon the
return (b) that accurate accounts are kept, and (c) that such method be
adhered to in subsequent years, unless a change is authorized by the commis
sioner. The “retail method” consists in computing the “cost” of goods on
hand from the “percentage of purchase mark-up” and the “retail value” of
goods on hand.
(2) A taxpayer employing the “retail method” of valuing inventories
shall maintain and preserve in permanent form, for the inspection of internal
revenue officers, the accounts and records of each year, together with a
schedule of all mark-downs in each department, and such mark-downs shall
not be included in the computation of the retail value of goods on hand unless
the goods so marked down have been actually sold.
(3) The following general plan of taking an inventory by the “retail
method” will, it is believed, be found readily adaptable to the requirements
of most retail dry-goods dealers:
(A) The percentage of purchase mark-up is computed as follows:
The value of all merchandise, as received, is recorded by departments at two
prices—(a) invoice cost plus transportation, and (b) original retail sale
price. These cost and retail values are accumulated as recorded during the
year. The total retail value minus the total cost value equals the total
purchase mark-up, which divided by the total retail value gives the percentage
of purchase mark-up.
(B) The retail value of goods on hand is computed as follows: A
record is kept of (a) the amounts of all sales at retail; (b) any variations
from the inventory prices of the preceding year of goods carried over from
that year, and (c) any variations from the original sale prices, such as sub
sequent mark-ups or mark-downs (note par. 2). The retail value of the
opening inventories plus the retail value of the purchases (plus or minus the
algebraic sum of all subsequent mark-ups and mark-downs in the case of
goods actually sold), minus the retail value of the sales equals the retail
value of the book inventory of goods on hand. Physical inventories by
departments are taken of goods on hand at retail at the close of the taxable
year, and the retail value of the book inventory of goods on hand is adjusted
accordingly.
(C) The cost of goods on hand is computed by subtracting from 100
per cent the percentage of purchase mark-up, which gives the percentage
of cost, and multiplying the retail value of goods on hand by such percentage
of cost.
(T. D. 3059, August 16, 1920)
Income tax
Stock dividends—Articles 1545, 1546 and 1642 of regulations No. 45 revoked,
and article 1547 amended
In accordance with the recent decision of the supreme court of the United
States in the case of Eisner v. Macomber (T. D. 3010), holding that a stock
dividend is not taxable income to the stockholder, articles 1545, 1546 and
1642 of regulations No. 45 are hereby revoked, and article 1547 is amended
to read as follows:
Art. 1547. Sale of stock received as dividend. Stock received as a divi
dend does not constitute taxable income to the stockholder, but any profit
derived by the stockholder from the sale of such stock is taxable income to
him. For the purpose of ascertaining the gain or loss derived from the sale
of such stock, or from the sale of the stock with respect to which it is issued,

304

Income-tax Department
the cost (used to include also, where required, the fair market value, as
of March 1, 1913), of both the old and new shares is to be determined in
accordance with the following rules:
(1) Where the stock issued as a dividend is all of substantially the same
character or preference as the stock upon which the stock dividend is paid,
the cost of each share of both the old and new stock will be the quotient
of the cost, or fair market value as of March 1, 1913, if acquired prior to
that date, of the old shares of stock divided by the total number of the old
and new shares.
(2) Where the stock issued as a dividend is in whole or in part of a
character or preference materially different from the stock upon which the
stock dividend is paid, the cost, or fair market value as of March 1, 1913,
if acquired prior to that date, of the old shares of stock shall be divided
between such old stock and the new stock, or classes of new stock, in pro
portion, as nearly as may be, to the respective values of each class of stock,
old and new, at the time the new shares of stock are issued, and the cost of
each share of stock will be the quotient of the cost of the class to which
such share belongs divided by the number of shares in that class.
(3) Where the stock with respect to which a stock dividend is issued
was purchased at different times and at different prices and the identity of
the lots cannot be determined, any sale of the original stock will be charged
to the earliest purchases of such stock (see art. 39), and any sale of dividend
stock issued with respect to such stock will be presumed to have been made
from the stock issued with respect to the earliest purchased stock, to the
amount of the dividend chargeable to such stock.

(T. D. 3061, August 27, 1920)
Income tax
Deductions allowed—Depreciation—Article 166, regulations No. 45, amended
Article 166 of regulations No. 45 is hereby amended to read as follows:
Art. 166. Modification of method of computing depreciation.—If it
develops that the useful life of the property has been underestimated, the
plan of computing depreciation should be modified and the balance of the
cost of the property, or its fair market value as of March 1, 1913, not already
provided for through a depreciation reserve or deducted from book value,
should be spread over the estimated remaining life of the property. Inas
much as under the provisions of the income-tax acts in effect prior to revenue
act of 1918 deductions for obsolescence of property were not allowed except
as a loss for the year in which the property was sold or permanently aban
doned, a taxpayer may for 1918 and subsequent years revise the estimate of
the useful life of any property so as to allow for such future obsolescence
as may be expected from experience to result from the normal progress of
the art. No modification of the method should be made from the normal
progress of the art. No modification of the method should be made on
account of changes in the market value of the property from time to time.
such as, on the one hand, loss in rental value of the buildings due to de
terioration of the neighborhood, or, on the other, appreciation due to in
crease demand. The conditions affecting such market values should be taken
into consideration only so far as they affect the estimated useful life of the
property.
(T. D. 3062, September 1, 1920)
Income tax
Income to lessors of improvements made upon real estate by lessees—Articles
48, 109 and 164, regulations No. 45, amended
Articles 48, 109 and 164 of regulations No. 45 are hereby amended to
read as follows:
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Art. 48. Rents and royalties.—When buildings are erected or improve
ments are made by a lessee in pursuance of an agreement with the lessor,
and such buildings or improvements are not subject to removal by the lessee,
the lessor receives income at the time when such buildings or improvements
are completed, to the extent of the fair market price or value of such
buildings or improvements subject to the lease. This amount would ordinarily
be the difference between the value of the land free from the lease without
such improvements and the value of the land subject to the lease with such
improvements. If for any other reason than a bona fide purchase from the
lessee by the lessor, the lease is terminated, so that the lessor comes into pos
session and control of the property prior to the time originally fixed for
the termination of the lease, the lessor receives additional income for the
year in which the lease is so terminated to the extent that the value of such
buildings or improvements when he became entitled to such possession ex
ceeds the fair market price or value thereof to him as determined when the
same completed became part of the realty. No appreciation in value due to
causes other than the premature termination of the lease shall be included.
Conversely, if the buildings or improvements are destroyed prior to the
termination of the lease the lessor is entitled to deduct as a loss of the year
when such destruction takes place the fair market price or value of such
buildings or improvements subject to the lease as determined when the same
completed became a part of the realty, or the value thereof subject to the
lease on March 1, 1913, less any salvage value subject to the lease, to the
extent that such loss was not compensated by insurance. (See articles 109
and 164.)
Art. 109. Rentals.—Where a leasehold is acquired for business purposes
for a specified sum, the purchaser may take as a deduction in his return an
aliquot part of such sum each year, based on the number of years the lease
has to run. Taxes paid by a tenant to or for a landlord for business property
are additional rent, and constitute a deductible item to the tenant and taxable
income to the landlord, the amount of the tax being deductible by the latter.
The cost borne by a lessee in erecting buildings or making permanent im
provements on ground of which he is lessee is held to be a capital invest
ment and not deductible as a business expense. In order to return to such
taxpayer his investment of capital, an annual deduction may be made from
gross income of an amount equal to the total cost of such improvements
divided by the number of years remaining of the term of lease, and such
deduction shall be in lieu of a deduction for depreciation. If the remainder
of the term of lease is greater than the probable life of the buildings erected,
or of the improvement made, this deduction shall take the form of an
allowance for depreciation. (See article 48.)
Art. 164. Capital sum recoverable through depreciation allowances.—
The capital sum to be replaced by depreciation allowances is the cost of the
property in respect of which the allowance is made, except that in the case
of property acquired by the taxpayer prior to March 1, 1913, the capital
sum to be replaced is the fair market value of the property as of that date.
In the absence of proof to the contrary, it will be assumed that such value
as of March 1, 1913, is the cost of the property less depreciation up to that
date. To this sum should be added from time to time the cost of improve
ments, additions and betterments, the cost of which is not deducted as an
expense in the taxpayer’s return, and from it should be deducted from time
to time the amount of any definite loss or damage sustained by the property
through casualty, as distinguished from the gradual exhaustion of its utility,
which is the basis of the depreciation allowance. In the case of the acquisi
tion after March I, 1913, of a combination of depreciable and hon-depreciable
property for a lump price, as, for example, land and buildings, the capital
sum to be replaced is limited to that part of the lump price which represents
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the value of the depreciable property at the time of such acquisition. Where
the lessee of real property erects buildings, or makes permanent improve
ments which become part of the realty and income or loss has been returned
by the lessor as a result thereof, as, provided in article 48, the capital sum
to be replaced by depreciation allowances is held to be the same as though
no such building had been erected or such improvements made.
(T. D. 3064, September 4, 1920)
Income tax
Deductions allowed—Depletion—Article 211, regulations No. 45, amended
Article 211, regulations No. 45, is hereby amended to read as follows:
Art. 211. Computation of allowance for depletion of gas wells.—On
account of the peculiar conditions surrounding the production of natural gas
it will be necessary to compute the depletion allowance for gas properties
by methods suitable to the particular cases in question and acceptable to the
commissioner. Usually the depletion of natural gas properties should be
computed on the basis of decline in closed or rock pressure, taking into
account the effects of water encroachment and any other modifying factors.
The gas producer will be expected to compute the depletion as accurately as
possible and submit with his return a description of the method by which the
computation was made. The following formula, in which the units of gas
are pounds per square inch of closed pressure, is recommended: The quo
tient of the capital account recoverable through depletion allowances to the
end of the taxable year divided by the sum of the pressures at the beginning
of the year, plus the sum of initial pressures of new wells and less the sum
of the pressures at the time of expected abandonment (which quotient is the
unit cost), multiplied by the sum of the pressures at the beginning of the
taxable year, plus the sum of the initial pressures of new wells and less the
sum of the pressures at the end of the tax year equals the depletion allowance.
Smith, Brodie & Lunsford announce the opening of offices at 2107-2109
Woolworth building, New York.

McLaren, Goode & Co., San Francisco, announce that Norman Loyall
McLaren has been admitted to partnership.
Spragg, Lotz & Smith announce the opening of an office in the Central
Savings Bank building, Canton, Ohio.

Edward R. Burt & Co. announce the opening of an office at 603 Union
Trust building, Cincinnati, Ohio.
Walter M. Finlay announces the opening of an office in the Finlay build
ing, Greenville, South Carolina.

Lingley, Baird & Dixon announce the opening of an office at Eldon
Street House, Eldon street, London, E. C., England, under the direction of
Baker, Sutton & Co.
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AMERICAN INSTITUTE EXAMINATION, MAY, 1920
In regard to the following attempt to present the correct solutions to
the questions asked in the examination held by the American Institute of
Accountants in May, 1920, the reader is cautioned against accepting the
solutions as official. They have not been seen by the examiners, still less
endorsed by them.
Examination

Accounting Theory and Practice
Part II (Continued)

in

Question No. 4:
Define the following and give a list of expenses which would properly
come under each heading:
(a) Shop overhead.
(b) General overhead.
Discuss various methods of distributing such expenses.
Answer to Question No. 4:
The term “overhead” is subject to two definitions. One is that it covers
only the manufacturing expense of a business; the other is that it covers the
selling and administrative expense as well as the manufacturing expense.
In cost accounting, the first definition would be used in accounting for the
cost to manufacture; the second, in accounting for the cost to make and sell.
The factory overhead, consisting of manufacturing expenses only, may
be divided into two classes: departmental overhead, which covers all manu
facturing expenses which can be charged directly to the various depart
ments, and general overhead, which includes all expenses that cannot be
charged directly to departments but must be distributed over the factory as
a whole. On this basis, examples of shop overhead are all indirect labor,
rent, taxes, insurance, depreciation, maintenance and repairs, heat, light
and power and defective work which can be charged to the several depart
ments, while “general overhead” includes any of these or similar expenses
which cannot be charged directly to departments.
If the second definition is used, all the foregoing are included as “shop
overhead,” while “general overhead” includes the selling expenses, such as
advertising, salesmen’s salaries and expenses and delivery expenses. It also
includes the general and administrative expenses, such as office salaries, rent
of office and miscellaneous expenses of administration.
On the basis of the first of the two above definitions, namely, that shop
overhead is synonymous with departmental manufacturing expense and
general overhead includes all other indirect manufacturing expenses, the
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general overhead is apportioned among the departments on the basis of the
direct-labor cost of each department or the number of direct-labor hours
or machine hours in each department. Adding this distribution to the shop
overhead would give the total departmental burden. This departmental
overhead is then distributed among the jobs by either the direct-labor cost
method, the direct-labor-hour method, the direct-labor-and-material-cost
method or the machine-rate method. Under the direct-labor-cost method
the overhead is distributed to the various jobs in the proportion the direct
labor on the job bears to the total direct labor of the department. This is
a simple method and is frequently employed, but it is not scientifically
correct.
If the direct-labor-hour method is used, the overhead is distributed among
the jobs in the proportion that the number of direct-labor hours spent on
the job bears to the total direct-labor hours of the department. This
method is more scientific than the labor-cost method, because the overhead
represents the costs of the factory utilities, which are incurred in proportion
to time rather than in proportion to wages paid.
By the direct-labor-and-material-cost method, the overhead is distributed
in the proportion that the labor and material cost of the job bears to the
total for the factory. It is applicable in only a few limited industries and
is not advisable for a factory with several departments.
The machine-hour method is a highly involved method of apportioning
the overhead to each machine and determining the cost of operating it for
an hour. The overhead is then apportioned to the various jobs on the basis
of the number of hours of machine operation. As accurate costs are essen
tial, this is the most desirable of all methods.
Accepting the second definition of the two terms, the shop overhead is
distributed to the cost of jobs by one of the methods already discussed. The
general overhead, consisting of selling and administrative expense, must
be distributed over the factory cost on some arbitrary basis to learn the
cost to make and sell. The method usually followed is to distribute it on
the basis of factory cost. However, where a varied line of products is
manufactured, it is sometimes advisable to analyze the selling expense and
charge each kind of goods sold with the selling expense applicable to it, as
this may vary between the different kinds to such an extent as to give a
wrong idea of the profitableness of each kind if a general average rate of
distribution is used.

Question No. 5:
Explain and discuss four methods of providing for depreciation.
Answer to Question No. 5:
All depreciation methods are intended to result in writing off during
the estimated life of a fixed asset the difference between its cost and the
residual value which it is estimated can be realized from the asset when it
is no longer advantageous to use it as a productive agent. The methods
discussed will be illustrated by applying them to the case of a machine
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costing $6,000.00, with an estimated life of four years and an estimated
residual value of $1,000.00.
(A) Straight line method. By this method the difference between the
cost and the residual value is divided by the number of periods of estimated
life to determine the periodical depreciation. The formula for this method is :
c— s
d=-------n

In this formula
d = amount of periodical depreciation,
c = cost of asset,
s = estimated residual or scrap value,
n = number of periods of estimated life.
Then
6,000—1,000
d =------------------4
= 1,250.00.
The following table shows the annual depreciation charges and the
carrying value of the asset:
Depreciation Table—Straight Line Method
Year
Depreciation
Carrying value
$6,000.00
1.................................................... $1,250.00
4,750.00
2....................................................
1,250.00
3,500.00
3....................................................
1,250.00
2,250.00
4....................................................
1,250.00
1,000.00

Total...................................... $5,000.00
(B) Diminishing value method. The expense of using a fixed asset
consists of two elements: depreciation and repairs. Some accountants main
tain that the sum of these two elements should be fairly uniform year by
year; and since repairs tend to increase, the depreciation should be charged
off in a decreasing scale so that a large charge will be made for deprecia
tion in the early years when repair charges are light, and a small charge will
be made for depreciation in the later years when more extensive repairs are
necessary. Diminishing annual charges are also defended on the ground that
an asset loses more value during the first year than during any other because
use makes it second-hand. This reason is subject to the rejoinder that since
depreciation is an operating expense it should be based on values of a going
concern and not on realizable values.
Diminishing charges are obtained by applying the same rate periodically
to the diminishing carrying value. This rate is likely to be underestimated
unless computed by the formula
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Applied to the illustration
4 √ 1,000
r = 1 —
-------6,000
Logarithms are required to extract the fourth root of the fraction x/6.
the procedure being as follows:
Log. 1 = .oooooo or 10.000000 — 10
“ 6 =
.778151

“ 1/6 =
Or adding

9.221849 — 10
30.
— 30

Log. 1/6 =

39.221849 — 40

39.221849 — 40 ÷ 4 = 9.805462 — 10 the log. of 4√ 1/6 9.805462 — 10
is the log. of .63894265.
Then r = 1 — .63894265
= .36105735
= 36.105735%

Depreciation Table—Diminishing Value Method
Depreciation 36.1057% of
Year
carrying value
Carrying value
$6,000.00
1.................................................. $2,166.34
3,833.66
2.................................................
1,384.17
2,44949
3..................................................
884.41
1,565.08
4.............
565.08
1,000.00
Total...................................

$5,000.00

(C) Sum-of-years’-digits method. The method just described is difficult
to apply unless the use of logarithms is understood. A diminishing periodical
charge can be obtained more easily by the sum-of-years’-digit method. In
the case of an asset with a life of four years, the years’ digits are 1, 2, 3, 4,
and the sum of these digits is 10. The periodical depreciation charges are
computed by multiplying the total depreciation by a series of fractions, the
denominator of each of which is the sum of the digits and the numerators
of which are the digits themselves, taken in inverse order.

Depreciation Table—Sum-of-Years’-Digits Method
Depreciation
Carrying value
Fraction
Year
$6,000.00
$2,000.00
4,000.00
1............... ........... 4/10
2,500.00
1,500.00
2............... ........... 3/10
1,000.00
1,500.00
............
2/10
3...............
500.00
1,000.00
4............... ............. 1/10
Total......................................

311

$5,000.00

The Journal of Accountancy
(D) Annuity method. This method is based on the assumption that the
cost of manufacture should include interest on the investment in fixed assets
as well as depreciation. The two elements are charged in one amount to
depreciation, with two offsetting credits: a credit to interest, diminishing
periodically as the carrying value of the asset decreases, and a periodically
increasing credit to the reserve for depreciation or to the asset account. In
other words, the investment in the fixed asset is treated as if it were the
present value of an annuity.
The formula for computing the periodical depreciation is
c — (s X p)
d =---------------D÷i

The symbols in
p=
D=
i=

this formula, not used in preceding formulas, are:
present value of $1,
compound discount on $1,
simple interest rate.

If manufacturing cost is to be charged with 5% interest on the diminishing
investment, i is 5%, and p is computed thus:
1.oooooo ÷ 1.05 = .952381 P. V. of 1 due 1 period hence,
.952381 ÷ 1.05 = .907029 P. V. of 1 due 2 periods hence,
.907029 ÷ 1.05 = .863838 P. V. of 1 due 3 periods hence,
.863838 ÷ 1.05 = .822702 P. V. of 1 due 4 periods hence.
Then D, the compound discount, is 1 — .822702, or .177298, and
6,000— (1,000 X .822702)
d = ----------------------------------.177298 ÷ .05
6,000 — 822.702
3.54596
= 1,460.06.

Depreciation Table
Year

1.........
2.........
3.........
4.........

Charge
Credit
depreciation
interest
(5% of carrying value)
....... $1,460.06
$300.00
....... 1,460.06
242.00
....... 1,460.06
181.09
....... 1,460.06
117.15

$5,840.24

$840.24

Credit
reserve

$1,160.06
1,218.06
1,278.97
1,342.91

Carrying
value
$6,000.00
4,839.94
3,621.88
2,342.91
1,000.00

$5,000.00

Question No. 6:
How would you deal with the following items in preparing the annual
accounts of a company?
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Comment briefly on any points which would need special consideration:
(a) Goodwill.
(b) Repairs reserve account.
(c) Unclaimed dividends account.
(d) Bond issue expense account.
(e) Preliminary expense account.
(f) Expenditure during the year on leasehold property.
Answer to Question No. 6:
(a) Goodwill should appear in the balance-sheet as an asset, the most
fixed of all assets, because it cannot be sold without selling the business. Its
valuation should not be greater than the price actually paid for it, because
it is improper to write up the account no matter how profitable the business
may be. On the other hand it is not necessary to write off the account.
Goodwill does not depreciate; and, although it fluctuates in value as profits
increase or decrease, fluctuations should not be reflected in the account. The
goodwill account has been so abused in the past by having been made to
carry the water in the stock, that the account has been discredited. For this
reason, and for purposes of conservatism, many concerns have written it
off. When this is done the charge should be made to surplus and not to
profit and loss.
(b) Realizing that repair charges are usually smaller during the earlier
years of the life of an asset than during the later years, and desiring to
equalize the charge over all the years of estimated life, some concerns charge
operations with the estimated average annual expense for repairs and credit
a reserve. Actual repair expenditures are then charged against the reserve.
In preparing the annual accounts of a company which has adopted this policy,
the estimated life and total probable repairs should be verified as well as
possible; the charges to the reserve should be examined to see that they
do not represent capital expenditures; and the charges to the fixed asset
accounts should be verified to see that they do not represent repair charges
which should have been charged to the reserve. The balance of the reserve
should be shown on the liability side of the balance-sheet and not as a de
duction from the assets.
(c) Unclaimed dividends should be shown as a current liability. If
cheques have been issued, the liability account set up when the dividend was
declared will have been closed and the cash account reduced. When cheques
have been outstanding for a long time, or when stockholders cannot be
found, it is desirable after verifying the fact of non-payment to show the
liability on the balance-sheet.
(d) If the bond issue expense is small and the bonds are issued at par,
it is best to get rid of the account at once by writing it off to surplus. If
the bonds were issued at a discount the expense could be amortized with the
discount by charges to bond interest. If the bonds were issued at a premium
the expense could be offset against the premium, thus reducing the periodical
amortization. Any balance remaining in the expense account would be shown
on the balance-sheet as a deferred charge, though it would seem preferable
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to get rid of the account by closing it to surplus, if small, or to bond discount
or premium. It would be desirable to carry the account along only in case
the amount was large and the bonds were issued at par.
(e) It is customary to write off the preliminary expense during the
first years of the company’s life, say three or five. The charge should be made
to surplus and not to profit and loss, because it is not a current operating
expense. The balance not written off should be shown as a suspense debit
on the balance-sheet.
(f) If the expenditures on leasehold property are ordinary repairs, they
should be charged off at the end of the year and be included with the rent
in the profit and loss statement. If they represent alterations or improvements
they should be charged to leasehold improvements and written off during the
life of the lease. The charge for the amount written off should be made to
rent, and the balance of the leasehold improvements account should appear
on the balance-sheet as a deferred charge.

Question No. 7:
It being understood that in well-managed industrial concerns large ex
penditures for construction should not be made unless they are properly
authorized, discuss in detail a method for preparing requisitions for such
work, describing the information that should be shown and the form which
authorization should take.
Answer to Question No. 7:
It is assumed that in a well-managed industrial concern, the functional
plan of organization would be in vogue. This would include a planning and
engineering department which would prepare plans and make estimates of the
cost of any new construction which might be considered. New construction
would probably be authorized by the board of directors, and before authoriz
ing it they would require the planning department to furnish an estimate of
the probable cost. An order would be issued to the planning and engineering
department to prepare plans and determine approximate cost of the proposed
construction, and the cost of their work would be charged to this order.
If the directors decide to proceed with the work, they might enter into
a contract with a construction company, in which case the question of requisi
tions would not be involved. If the work is to be done by the concern itself,
requisitions for material would be issued through the regular channels of the
purchasing department, and the utilization of material and labor would be
authorized by the general manager through the customary form of produc
tion orders. The production order for construction would be supported by
material requisitions and labor reports, and the cost of construction should
include the correct proportion of manufacturing expense.
Question No. 8:
(a) What is the effect of depreciation upon the operating results of a
business ?
(b) Is a charge for this purpose recognized under the income-tax
regulations ?
(c) If the authorities disallow any charge which has been made upon
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the books, state specifically how the amount disallowed should be treated in
subsequent income-tax returns.
Answer to Question No. 8:
(a) Depreciation is an expense to be accounted for before the true
operating results of a business can be known.
(b) The income-tax regulations provide that “a reasonable allowance
for the exhaustion, wear and tear and obsolescence of property used in the
trade or business may be deducted from gross income.”
(c) If depreciation is disallowed it should be treated as an increase in
the invested capital in subsequent income-tax returns.

Question No. 9:
A merchant going abroad to purchase goods secures from his bank, on
the strength of his general financial standing, a letter of credit for use in
his contemplated purchases of $500,000.
How should the issuance of this letter of credit be shown in the accounts
of the bank?
Answer to Question No. 9:
The bank would record the issuance of the letter of credit by a $500,000
debit to “customers’ liability on letters of credit,” offset by an equal credit to
“liability on letters of credit.”

Lawyer vs. Accountant in Partnership Liquidation—(Concluded)
Editor, Students’ Department:
Sir: In an article appearing in the Students’ Department of the May
issue of The Journal of Accountancy, entitled Lawyer vs. accountant in
partnership liquidation, an argument submitted by me to the editors of the
Students’ Department is quoted and commented upon, and I desire to express
my appreciation and thanks to the editors for their consideration and criti
cisms of the matter and the argument I submitted.
The problem submitted need not be here re-stated, nor the questions of
the candidate relating to the problem, although as to the latter I may say
that in my letter directed to the editors, as against the contention that there
was a gain, I advanced the contention that there was a loss, so to submit
two extremes, although my personal opinion was, and is, that the partners
should share the $90,000.00 worth of stock on an equal basis.
Further, it may be interesting to state that this problem, together with
the same letter (except as to address), was submitted to several accounting
authorities, and as to the question submitted, replies were received as follows:
One authority stated that both contentions were wrong.
One authority stated that both contentions were right.
The editors stated there were three possible alternatives.
One university stated that there was a gain because “fiction must pre
vail over fact.”
And I am mindful at this point that Mr. Richardson, the editor of The
Journal of Accountancy in the May, 1919, issue, at page 365, states that
“the accountant is concerned with facts and the lawyer with theories” ; but the
above illustrates that many theories must have been concerned to produce so
many different expressions of fact relative to the same accounting question.
By way of reply to the published article of the editors, and to obtain a
view of what has been and is to be considered, I will separate the matters
considered in the editors’ article into two divisions.
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C. P. A. examination problem submitted,
Question of candidate relating to problem,
Answer of editors offering three alternatives,
Reply of candidate requesting editors’ election as to which
of the three alternatives might be deemed most reasonable
with no facts to consider other than those related in the
problem,
5. Answer of editors to candidate’s reply;
the above embracing about the first half of the editors’ article; and,
Second: The argument in favor of equal division of goodwill, where
facts are identical with those submitted in the C. P. A.
examination problem, except that the $90,000 for goodwill
is actually paid in cash;
embracing approximately the remaining half of the editors’ article.

First:

I.
2.
3.
4.

FIRST

Question: With nothing more than is given in the problem, is it just to
divide the stock on any other basis than an equal one ?
The editors state: “We most emphatically say that, in our opinion, it
would be absolutely unjust to divide the stock equally except under hypo
thesis (a) of our letter of December 1st.” The letter of December 1st offers
three hypotheses, as follows:
(a) The stock may be taken as worth what is paid for it.
(b) The stock may be taken over at par.
(c) The stock may be taken as worth only fifty cents on the dollar,
although there does not appear to be anything at the time of the transfer to
indicate such a value.
And nothing is stated by the editors as to whether it is more reasonable to
consider (a) in preference to either one of the other two. It is only pos
sible to acquire an insight as to whether or not the editors regard (a) as the
hypothesis to be preferred from their statements relating to (b) and (c).
The editors state that “(c) need not be considered.” However (c), ex
presses, for all practical purposes, an alternative exactly opposite to (b),
and if as in (c) there may be a loss, or as in (b) there may be a gain, then
if the facts offered are sufficient to warrant the dismissal of (c) the same
facts must be sufficient to warrant the dismissal of (b), and therefore only
(a) remains.
By way of further explanation, it may be said that (c) is based upon the
sale of stock at some time after the partnership transaction, but (b) is not
even based upon any fact recited in the problem either before, after or at
the time of the transaction, and if it is regarded that (c) need not be con
sidered, because it is based upon a fact given, but that fact relates to a time
subsequent to the partnership transaction, how much more conclusive is it
that (b) need not be considered because it is based upon the fact as to which
not even a hint is given in the recital of facts contained in the problem?
If (b) and (c) “need not be considered,” then only (a) remains, and I
take it the editors, by the answer “we most emphatically say that in our
opinion it would be absolutely unjust to divide the stock equally except under
hypothesis (a),” are in fact stating that with nothing more than is given in
the problem, it is unjust to divide the stock in any manner other than on an
equal basis.
This is inadvertently corroborated by the statement of the editors: “It
is probable that the (b) statement was the one contemplated, as it gives at
least a nominal value to goodwill.” Why use the term goodwill? Almost
any other word might do just as well. No facts are related in the problem
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which indicate that the business has any goodwill, unless in general it can
be conclusively considered that any business in need of “more capital,” and
finding itself confronted with the necessity of “providing working capital,”
because of these circumstances alone has a valuable goodwill.
Bearing in mind the comment of the editors contained in the first three
lines on page 310, of the October, 1919, issue of The Journal of Account
ancy, why not use the term “manna” instead of goodwill, on the ground that
this asset must have dropped from heaven, since there appears to be no
earthly way of accounting for it. Further, if (b) gives only a nominal value
which requires $90,000 to express it, then how much greater an amount, in
the view of the editors, would be necessary to express a simple and ordinary
value ?
SECOND

Question: In any circumstances, should the acquisition of goodwill be
regarded as producing an ordinary profit ?
The argument advanced and quoted in the editors’ article is that the
acquisition of goodwill occurs in the course of time and is associated with
the profits earned by the operations of the business in the course of time.
Goodwill could not be established by itself, in the absence of other assets,
or without contemplating something else with it; and goodwill becomes
established with and pertaining to something else, with which it becomes
merged, and it is inseparable therefrom.
Goodwill is an advantage or benefit which is acquired by an establishment,
beyond the mere value of the capital stock, funds or profit employed therein,
in consequence of the general public patronage and encouragement which
it receives from constant or habitual customers, on account of its local
position or common celebrity or reputation for skill or affluence or punc
tuality, or from other accidental circumstances or necessities, or even from
ancient partiality or prejudices.
The goodwill of a business practically consists of that favorable reputa
tion it has established creating a disposition or inclination of persons to
extend their patronage to the business on that account, and, as the business
is always associated with the name under which it is conducted, the name
becomes a part, and often an important part, of its goodwill.
Goodwill of a partnership is a part of the property of the firm. It is
every advantage that has been acquired by the old firm in carrying on its
business whether connected with the premises in which the business was pre
viously carried on or with the name of the last firm.
As goodwill is abstract, cannot be seen and handled, it must be speculative.
It is liberally paid for in many cases because the purchaser speculates in the
matter of hoping to collect future profits, basing his estimate of the value of
goodwill on what he expects to collect in the future.
Thus the purchaser pays because he hopes for future profits, and the seller
is not paid because of the future profits, but because of past profits (which
he has already received), the buyer being willing to pay for goodwill by
basing his hope for future profits on the established facts relating to past
profits.
I appreciate what is regarded as good accounting, and I agree with all that
the editors say, because my argument is not given in support of any account
ing method, but merely offered to illustrate one point, viz.:
That goodwill is established in the course of time, and is associated with
other assets from which it cannot be separated, and that it is an abstract
quality of an absolutely speculative nature; and an accounting method cannot
prejudice the expression of a true fact, nor should an accounting method
attempt to do so for no other purpose than to give “nominal value to good
will.”
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The editors’ reply, offering an illustration, stating if the inventory is worth
$10,000 more on the market that then such $10,000 is additional profit, etc.,
calls for the comment that there is just as much recited in the problem con
cerning this as concerns the possibility that any real goodwill is present.
The editors further state that the partners “arrange to sell it to the corpora
tion for what are presumably good shares of stock”; but here again the facts
stated in the problem (and the editors’ reply as well) fail to offer any sug
gestion as to who the presumptive parties are, the partners or the editors, and
exactly how far the presumption is to extend.
The editors state that I express anxiety to prevent Brown and Smith from
deriving any profit from the goodwill, but I am only concerned about Smith’s
not getting a square deal, as it is my firm opinion that the partners should
divide, even cash received, on an equal basis.
I do not say this with a view of casting any reflection upon the view of
the editors, as I regard all their articles as commendable and of great value
to the accounting profession. However, too often accountants are bound by
the conventions of their profession. Rules and methods are commendable,
but accountants should, and I think they do, recognize that there may be an
exception to almost any rule or method.
My opinion is that where goodwill is realized it should not be regarded
as an ordinary profit. The term profit is ordinarily used in the sense that it
refers to profits derived from ordinary business operations of a business;
and where partners agree to engage in business as partners and to divide all
profits on a certain basis such agreement relates to ordinary and not specula
tive profits.
When partners are selling out they are no longer conducting the business,
even though selling the business as a going concern. As a matter of law,
and I may say common-sense, the difference between that which is ordinary
and that which is speculative presents nothing that is new either in theory
or in fact.
Almost everyone appreciates that by the word “profit,” when applied to
the operating of any business, is meant the profit derived from the operations
conducted within the scope of the operations of the particular business in
question. Partners agreeing to divide the profits of their business on an
unequal basis mean their usual operating profits, and goodwill is not a usual
operating profit. It is speculative, in that it is derived from that which
someone expects to acquire in the future.
Suppose Brown and Smith desire to establish a partnership to engage in a
certain line of business, and each turns over to the partnership $205,000
market value of certain stock. For the purpose of this illustration identify
such stock as “Stutz.” It is arranged that B is to acquire certain assets
necessary to carry on the proposed business, and Smith is entrusted with the
stock for the purpose of at once disposing of it, to obtain cash to pay for
the assets acquired by B.
If Smith negligently fails to dispose of the stock until a week later, and
in the meantime the market value of stock has doubled, Brown and Smith
have made $410,000 before the partnership really began, and not because of
anything that either of them did, but rather because one neglected to do
something as promptly as it should have been done. Would anyone suppose
that Brown and Smith contemplated such profit when they agreed to divide
the profits of the business, which they intended to establish, on an unequal
basis ?
By way of another illustration, it may be stated that a few years ago the
old Hotel Gibson, at Cincinnati, was destroyed by fire. This occurred after
the corporation owning it had already contracted to pay for the demolishing
of the building to make way for a new and modern structure. In consequence
of the fire the company not only found itself with the building out of the
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way, but saved a considerable sum which it had already contracted to pay to
have it demolished, to say nothing of the gain in the matter of time that
would have been required to raze the building, and in addition to all this a
large sum of insurance carried on the old building was paid to the company.
Had Brown and Smith been involved in that matter, would the insurance
collected have been regarded the same as profit derived from the ordinary
operations of the business conducted by them ?
In conclusion, I will say that my opinion is it is unreasonable for a partner
interested in one-half of certain assets with another partner, but sharing
the greater part of the profits, to claim the greater share of that which is
received for goodwill for the following reasons, viz.:
That which is received is paid by a purchaser because certain extraordi
nary profits have been earned in the past, but when such profits were earned
they were then divided on an unequal basis. To say that because one partner
has already received a greater part of the profits, he should also receive the
greater part of an amount paid by a purchaser in excess of the real value of
other assets acquired is altogether unreasonable, because that abstract quality
for which the purchaser pays cannot exist by itself, but does exist only in
conjunction with something else from which it is inseparable.
The argument of the editors rather suggests the action “of a man trying
to overtake his shadow while walking east on a sunny afternoon.” To create
a nominal asset and give it “nominal value” ($90,000), although “the existence
of any goodwill is more than doubtful,” is to be commended and applauded
as fully as the accomplishment of the man who walks eastward every sunny
afternoon in an attempt to overtake his shadow.
Respectfully yours,
May 15, 1920.
L. F. Ratterman.

[It was Mr. Walton’s desire that this communication from Mr. Ratterman
be published, but his death occurred before the copy for this issue was com
pleted. The following reply is written with the hope that it will express
Mr. Walton’s opinions.—H. A. F.]
The details of the problem published in The Journal of Accountancy
of May, 1920, have no doubt been forgotten. The essential facts are these:
Brown and Smith were partners with equal capital accounts, sharing profits
and losses by agreement in the ratio of 60% and 40%, respectively. The
business was incorporated, and the partnership transferred net assets of
$410,000 for $800,000 par of stock, later donating $300,000 of stock to the
corporation. Therefore the partnership liquidated with $500,000 of stock
which it received for $410,000 net assets and $90,000 goodwill. Mr. Ratter
man contends that the $90,000 of stock received for goodwill should be di
vided equally because it was obtained as an extraordinary profit; it is our
contention that the profit of $90,000 on the sale of the goodwill should be
divided in the agreed profit and loss ratio of 60% and 40%, because a con
tract is a contract, and the agreement of the partners governs the division
of all profits, ordinary and extraordinary.
In support of his contention, Mr. Ratterman states that “partners agree
ing to divide the profits of their business on an unequal basis mean their
usual operating profits, and goodwill is not a usual operating profit.” If that
is what they mean they should state the fact clearly. If Brown and Smith
had intended that the operating profits estimated yearly should be divided
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60% to Brown and 40% to Smith, and that any profits realized by the sale
of the business should be divided equally, they should have, and probably
would have, made such an agreement. Instead, they agreed to a 60% and
40% ratio for the division of profits without qualifications.
When partners thus clearly state their desire to share profits in a certain
ratio, it would seem that an accountant ought to feel bound to divide the
profits in accordance with the agreement. It is this respect for a contract
which Mr. Ratterman refers to when he states that “too often accountants
are bound by the conventions of their profession.” Although Mr. Ratterman
is an attorney, he does not seem to feel the same obligation to abide by the
terms of a contract. Some unrevealed evidence has convinced him that while
the partners say 60% and 40% they mean 60% and 40% part of the time
and 50% and 50% the rest of the time. He is “concerned about Smith’s not
getting a square deal”; he wants Smith to have 50%, although Smith agreed
to take 40%. Presumably the partners themselves are the best judges of
what constitutes a square deal. Judged by this standard, how square a deal
would Brown get if Mr. Ratterman succeeded in giving him 50% instead
of 60%?
In one paragraph Mr. Ratterman makes a distinction between ordinary
profit and extraordinary profit, and quite properly classifies the profit on the
sale of goodwill as an extraordinary profit. He concludes the paragraph
thus: “Where partners agree to engage in business as partners, and to divide
all profits on a certain basis, such agreement relates to ordinary and not
speculative profit.” In other words, all does not mean all; it means a
portion.
(To be concluded in November)

George Shedden
George Shedden, member of the American Institute of Accountants,
certified public accountant of Washington, died suddenly at Walla Walla,
Washington, August 19, 1920. Mr. Shedden was a member of the firm of
Shedden & McAdam. He was born in Glasgow, Scotland, in 1856, and came
to America when seven years of age. He was educated in Boston, Massa
chusetts, and later returned to Scotland, where he was graduated from the
university of Edinburgh. He had resided for twenty years in Tacoma,
and was prominent in the accounting profession. For fourteen years he had
served as a member of the state board of accountancy, and was secretary
and treasurer at the time of his death.
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American Institute of Accountants
List of Officers, Members of Council and Committees
1920-1921
OFFICERS
President..................................... Carl H. Nau, 901 American Trust Bldg., Cleveland, Ohio.
Vice-Presidents
W. P. Hilton, 718 Bank of Commerce Bldg., Norfolk, Va.
T. Edward Ross, Morris Bldg., Philadelphia, Pa.
Treasurer..................................... J. E. Sterrett, 54 William Street, New York.
Secretary..................................... A. P. Richardson, 1 Liberty Street, New York.
Members of The Council
For Five Years:
For Three Years:
John F. Forbes............................ California
Harvey S. Chase............... Massachusetts
J. Porter Joplin...............................Illinois
J. D. M. Crockett........................ Missouri
Waldron H. Rand.............. Massachusetts
W. Sanders Davies................... New York
Frederick A. Ross.......................... Illinois
Page Lawrence............................ Colorado
Frederic A. Tilton.................... Michigan
Ernest Reckitt.................................. Illinois
Elijah W. Sells.......................... New York
W. A. Smith.............................. Tennessee
Wm. Jeffers Wilson.............. Pennsylvania
Edward L. Suffern................... New Jersey
For Four Years:
For Two Years:
Hamilton S. Corwin.............. New Jersey
J. S. M. Goodloe....................... New York
Ernest Crowther.................. Pennsylvania
Elmer L. Hatter....................... Maryland
Edward E. Gore............................. Illinois
Clifford E. Iszard.....................Delaware
Charles S. Ludlam.................. New York
J. Edward Masters........... Massachusetts
Overton S. Meldrum................... Kentucky
James S. Matteson......................Minnesota
Adam A. Ross....................... Pennsylvania
Robert H. Montgomery.......... New York
C. M. Williams................... Washington
W. Ernest Seatree.......................... Illinois
For One Year:
Joseph E. Hutchinson..................Texas
Walter Mucklow............................ Florida
F. W. Lafrentz.......................... New York
John B. Niven........................... New York
W. R. Mackenzie........................ Oregon
John R. Ruckstell................... California
F. F. White............................... New Jersey
Board of Examiners
For Three Years:
For Two Years:
John F. Forbes........................... California
F. H. Hurdman.......................... New York
Charles E. Mather.................. New Jersey
J. C. Scobie............................... New York
Waldron H. Rand............ Massachusetts
Arthur W. Teele......................... New York
For One Year:
W. P. Hilton................................ Virginia
John B. Niven, Chairman. . . .New Jersey
Ernest Reckitt............................ Illinois
Auditors
Horace P. Griffith............ Pennsylvania
Edward P. Moxey............... Pennsylvania
COMMITTEES
Executive Committee
The President, Chairman.............. Ohio.
W. Sanders Davies................... New York
The Treasurer.......................... New York
John B. Niven........................... New Jersey
H. S. Corwin............................ New York
T. Edward Ross.................... Pennsylvania
E. W. Sells............................... New York
Committee on Professional Ethics
F. F. White, Chairman.......... .New York
John F. Forbes............................. California
J. D. M. Crockett....................... Missouri
J. Porter Joplin................................ Illinois
J. E. Masters....................... Massachusetts
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THE PHILOSOPHY OF ACCOUNTS
By the late Charles E. Sprague, C.P.A.
President Union Dime Savings Bank, New York

ACCOUNTING as a branch of mathematical science depends not upon customs and tra
ditions but upon basic principles which may be determined by a priori reasoning. In
“The Philosophy of Accounts "Mr. Sprague deals simply and naturally with these fun
damentals.

AN ACCOUNTING CLASSIC

Recognizing that, even in routine matters, the best work is done by those who understand
the theory and reason for what they are doing, he has endeavored—successfully—to tell why
rather than how. The result is an accounting classic and one of the most satisfactory treat
ments of accounting theory.
Essential
Illuminating and Comprehensive
“The Philosophy of Accounts” is generally
The author has covered this field in his
regarded as one of the fundamental books
usual comprehensive and illuminating way.
with which every accountant ought to be
From a purely logical standpoint he dis
familiar. It will also be of great value to
cusses the mathematical equations of account
them in the training of their assistants, as
ing, the construction and form of the account,
well as to bookkeepers or business executives
structure of the balance sheet, assets and
who may wish to obtain a deeper insight into
liabilities, proprietorship, insolvency, account
accounting principles and methods.
ing periods, “economic” accounts, the detec
Will be sent upon receipt of price, $2.00, which
tion of errors, etc. Paragraphs are numbered
will be refunded if book is returned within
five days.
for rapid and easy reference.

The Ronald Press Company,

20 Vesey Street, New York City

Duties of the Junior Accountant
By W. B. REYNOLDS and F. W. THORNTON
Published under the Endowment Fund of the American Institute of Accountants

THIRD EDITION
The third edition of Duties of the Junior Accountant is now ready for
delivery.
This standard guide for the junior accountant has established itself in
most of the prominent accounting offices.
Every junior should have it with him to show him what to do and how to
do it.

The volume consists of 107 pages and, is of convenient size
The American Institute

of

Accountants,

1 Liberty Street, New York.
GENTLEMEN :

Enclosed find $.... ............................... for which send.......................................................... copies of “Duties of the Junior
Accountant,’' at $1.00 a copy, to the following address:
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Examine a copy—FREE
"Accounting as an Aid to Business Profits”
by Wm. R. Basset, C. P. A., Member American Institute of Accountants, M. S. of I. E.

N HIS “Accounting as an Aid to Business Profits,” Wm.
R. Basset brings out many points of interest to account
ants. He takes the position that over-accounting is just
as bad as under-accounting; also that accounting which
serves a business only as a history recorder is not doing all
it can; that to serve a business best it should point out
wastes and indicate definite ways to betterments. It should
tell the executive every possible fact about his affairs.

I

24 chapters which explain
how right accounting
increases profits
—How much accounting you really
need
—How accountancy can affect your
profits
—The essentials of bookkeeping
—Opening the books
—Effective purchasing methods and
records
—Handling accounts payable
—How accountancy helps sales
—Handling the cash
—Balancing the books
—How to arrive at your statement
of condition
—How bankers analyze your state
ment of condition
—What is good will really worth?
—Charging off depreciation on the
right basis
—What your statement of operation
means
—What a cost system means to your
business
—Keeping a record of the cost of
materials
—How to figure the cost of labor
—How to determine the overhead
expense
—Determining the selling expense
—Tying all the costs into the general
accounts
—Accounting for the man who sells
personal service
—Accounting for the retailer
—Accounting for the jobber
—Control reports for the executive
*

*

*

The Journal of Accountancy
says: “This book is a re
markable, well-worked out
course in business book
keeping from the elementary
cash transactions to the
complicated considerations
of the cost factors- If, asthe
author says (P. 287) ‘the
compelling idea in all ac
countancy is to learn how
and why we make money—
conversely, how and why we
lose money,' then this book
deserves high standing in its
particular field of account
ancy.”

A copy of this 328-page work in your hands for 10 minutes will prove
its worth. Mr. Basset’s plan has been to detail the elements of ac
counting; then to make the practical application through the great
divisions of business; and finally to elucidate cost accounting in prin
ciple and in method, ana then as applied to manufacturing, merchan
dising, jobbing and the sale of personal services. Here is sufficient in
formation for the formation of an efficient cost and accounting system
for any kind of business.

Tells what records a business
really needs
Mr. Basset’s accounting experience covers a period of more than 15
years. He is president of Miller, Franklin, Basset & Company, who for
more than a decade have been well-known leaders in accounting and
industrial engineering. In “Accounting as an Aid to Business Profits,”
Mr. Basset has given his ideas and those of his associates as to what
records a business really needs—an exposition of cost and accounting
systems that every accountant will find of great value.

Simply fill in and mail the coupon below and we will send you Basset’s
“Accounting as an Aid to Business Profits.” Keep it for 10 days. Then
if you want it, send us $6, payment in full. If you do not care for it,
return the book at our expense. You are under no obligation to buy.
Mail coupon to the A. W. Shaw Company, Cass, Huron and Erie
Streets, Chicago.
Send no money—mail coupon
A. W. SHAW COMPANY
Cass, Huron and Erie Streets
Chicago

JA-1020

You may send me for 10-day free examination, Basset’s 328-page book “Accounting as
an Aid to Business Profits.’’ If I decide to keep it, I’ll send you $6, payment in full. If not,
I will return the book at your expense, which will end the matter.

.Position.

Name.

Street

and

No.

.Firm.

City and State........ ............................. ..................... —.Business.................................................................
Other titles of interest to accountants. If you wish to examine any of them for 10 days
simply check-mark the square.
How to Find Factory Costs.............. $3.00
Making the Office Pay........................ $6.00 .
By C. BertrandThompson
Edited by W. H. Leffingwell
Office Training and Standards..........$5.00
How to Write Business Letters......... $1.60
By Frank C. McClelland
By Walter K. Smart
Bookkeeping and Accounting Practice.
.$5.00
By S. R. Hoover
(Canadian price, 10% additional, duty prepaid, same terms; U. S. Territories and Colonies,
same prices as in U. S., cash with order; all other countries 10% additional, cash with order.)

□

□
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the journal of accountancy
The profession of accountancy is at a great disadvantage in comparison with that
of law, because of the fact that the decisions reached on the important questions
that arise from day to day are not publicly rendered and available as authorities
to the rest of the profession, but are privately made and as a rule accessible only
to a few. Many of these matters require highly accurate reasoning, great experi
ence, and broad knowledge, to handle satisfactorily. Frequently there are differ
ent courses of procedure open and it is difficult to say which one is best, yet the
difference in results may be of very great importance.

Accounting Practice and Procedure
By Sir Arthur Lowes Dickinson, M.A., C. P. A.
Member of the firm of Price, Waterhouse & Company

deals largely with just such problems. It is in effect a systematic collection of
the author’s notes on the more important points of accounting practice. During
his many years of active experience on both sides of the Atlantic he has had un
usual opportunities to observe the effects of different accounting policies. He has
heard both sides of doubtful questions presented by clear and forceful thinkers,
and has observed the business point of view applied to the different questions by
managers of large concerns.

A Guide to the Best Practice
The book deals primarily with the immediate problem of determining correctly the financial
condition or true profits of business undertakings. It is a guide to the best practice in handling
such important questions as the application of correct principles in the preparation of the profit
and loss account and the balance sheet, and the best accounting treatment of fixed property,
investments, reserves, inventories, capital stock, bonded debt, contingent liabilities, deprecia
tion, new construction, etc. The author discusses each question thoroughly, gives the different
procedures advocated, comments of each, and states his opinions and conclusions.

Information Not Easily Found
Time and again throughout the book one paragraph will contain the kernel of some im
portant question—the very information that is needed but cannot be found definitely covered
in ordinary books of accounting. Special points in connection
__ __________________
with corporation accounting and cost accounting are also dis
This Book deals with
cussed, and the chapter on the legal and moral responsibilities
such Questions as
of the public accountant should be read by every man who
puts his name to a certificate.
Valuation of
Assets
and

Examine It at Your Convenience
"Accounting Practice and Procedure” will be sent for examina
tion if the accompanying coupon is filled out. Such an exami
nation will show you, as nothing else can, how much informa
tion is condensed into these concise suggestions and notes.
Within five days from receipt of the book you may make your
decision and either return it to us or remit the price, $4.00.
Over 300 pages.

Substantial Cloth Binding
Price $4.00

THE RONALD PRESS COMPANY, Dept. 244.
20 Vesey Street, New York City.
In accordance with your offer, send me a copy of “Accounting Practice
and Procedure.” Within five days I agree either to return the book to you
or to remit the price, $4.00.
Name........................................... .................................................................................
Business firm
or reference..................................................................................................................

Address........................................................................................................................

(Please PRINT name and address plainly.)

Analysis of Liabilities.
The Determination of Cor
rect Profits.
Making Provision for Future
Requirements.
Special Requirements in re
gard to Cost Accounting
and Depreciation.
Points in Corporation Accounting and Finance.
General Accounting
Policies.

Simply fill out
Coupon and mail
it. The book will
be promptly sent to
you, postpaid, for ex
amination. Within
five days you may
either return it or
remit the price, $4.00.
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WHAT I THINK OF
PELMANISM - By George Creel

training memory alone, or will-power alone, or reasoning
ELMANISM is the biggest thing that has come to the
power alone, it recognizes the absolute interdependency
United States in many a year. With a record of
of these powers and trains them together.
400,000 successes in England, this famous course
in mind training has been Americanized at last, and is It is not, however, an educational machine for grind
ing out standardized brains, for it realizes that there are
now operated by Americans in America for American
wide differences in the minds and problems of men. It
men and women. Pelmanism is neither an experiment
develops individual mentality to its
nor a theory. For twenty-five years
highest power.
it has been teaching people how to
The course comes in twelve lessons
think; how to use fully the senses of
-—twelve ‘‘Little Gray Books.’’ They
which they are conscious; how to dis
are sent one at a time and the stu
cover and to train the senses of which
dent fills out work sheets that are
they have been unconscious. Pel
gone over, with pen and ink, by a
manism is merely the science of
staff of trained instructors. There is
thinking; the science of putting
nothing arduous about the course, and
right thought into successful action;
it offers no great difficulties, but it
the science of that mental team
does require application. Pelmanism
play that is the one true source of
has got to be worked at.
efficiency, the one master key that
You can take a pill for a sluggish
opens all doors to advancement.
liver but all the patent medicines in
I heard first of Pelmanism during
the world can’t help a sluggish mind.
a recent visit in London in 1918.
Pelmanism is not a ‘ ‘pill’ ’ system.
Its matter filled pages in every paper
It proceeds upon the scientific theory
and magazine and wherever one went
that there is no law in nature that
there was talk of Pelmanism. ‘‘Are
condemns the human mind to perma
you a Pelmanist?” was a common
nent imitations.
It develops the
question.
mental faculties by regular exercise,
It was T. P. O’Connor who satis
just as the athlete develops his
fied my curiosity and gave me facts.
muscles.
I found that there were 400,000
Pelmanism is the science of Get
Pelmanists, figuring in every walk
There—getting there quickly, surely,
and condition of life. Lords and
finely. Not for men alone, but for
ladies of high degree, clerks and
women as well. Women in commer
cooks, members of Parliament and
cial pursuits have the same problems
actors, farmers, lawyers, doctors,
to overcome as men. Women in the
coal miners, soldiers and sailors,
GEORGE CREEL
home are operating a business, a
even generals and admirals, were all
highly specialized, complex business, requiring every
Pelmanizing and heads of great business houses actually
ounce of judgment, energy, self reliance and quick
enrolling staffs in the interest of larger efficiency.
decision that it is possible to develop.
The famous General Sir F. Maurice, describing it as
I say deliberately, and with the deepest conviction,
a “system of mind drill based on scientific principles,”
that Pelmanism will do what it promises to do.
urged its adoption by the army. General Sir Robert
Talk of quick and large salary raises suggests quack
Baden-Powell and Admiral Lord Beresford indorsed it
ery, but with my own eyes I saw bundles of letters tell
over their signatures. In France, Flanders and Italy
ing how Pelmanism had increased earning capacities
over 100,000 soldiers of the empire were talking Pel
from 20 to 200 per cent. With my own ears I heard
manism in order to fit themselves for return to civil life,
the testimony of employers to this effect. Why not?
and many members of the American Expeditionary
Increased efficiency is worth more money. Aroused am
Force were following this example.
bition, heightened energies, refuse to let a man rest
As a matter of fact, the thing had all the force and
content with ‘‘well enough.”
sweep of a religion. It went deep into life, far down be
But Pelmanism is bigger than that. There’s more to
neath all surface emotions, and bedded its roots in the
it than the making of money. It makes for a richer and
very centres of individual being. It was an astonishing
more wholesome and more interesting life.
phenomenon, virtually compelling my interest, and I
GEORGE CREEL.
agreed gladly when certain members of Parliament
offered to take me to Pelham House. A growing enthu
siasm led me to study the plan in detail, and it is out
Note: Pelmanism is taught entirely by correspond
of the deepest conviction that I make these flat state
ence. There are twelve lessons—twelve ‘‘Little Gray
ments :
Books.” The course can be completed in three to
Pelmanism can, and does, develop and strengthen such
twelve months, depending entirely upon the amount of
qualities as will power, concentration, ambition, selftime devoted to study.
reliance, judgment and memory.
Whatever may have been your experience with other
Pelmanism can, and does, substitute ‘‘I will” for “I
courses, Pelmanism will help you.
wish” by curing mind wandering and wool gathering.
‘‘Mind and Memory” is the name of the booklet
Viewed historically, Pelmanism is a study in intelli
which describes Pelmanism down to the last detail. It
gent growth. Twenty years ago it was a simple memory
is fascinating in itself with its wealth of original
training system.
thought and incise observation. It has benefits of its
The founder of Pelmanism had an idea. He went
own that will make the reader keep it. It is free.
to the leading psychologists of England, and also to those
Use the coupon or a postcard and send for it now—To
of America, and said: ‘‘I have a good memory system.
day.
I think I may say that it is the best. But it occurs to
PELMAN INSTITUTE OF AMERICA
me that there is small point in memory unless there’s a
Suite 379, 2575 Broadway, New York, N. Y.
mind behind it. You gentlemen teach the science of the
mind. But you teach it only to those who come to you.
PELMAN INSTITUTE OF AMERICA
And few come, for psychology is looked upon as ‘high
Suite 379, 2575 Broadway, New York, N. Y.
brow.’ Why can’t we popularize it? Why can’t we
make people train their minds just as they train their
Please send me, without obligation, your free booklet,
bodies? Why can’t you put all that you have to teach
‘‘Mind and Memory.”
into a series of dimple understandable lessons that can be
grasped by the average man with an average education?”
Name
And the eminent professors did it! Pelmanism to-day
is the one known course in applied psychology, the one
Address
course that builds mind as a physical instructor builds
muscle.
It teaches how to develop personality, how to build
All correspondence strictly confidential.
J1. A-Oct.
character, how to strengthen individuality. Instead of

P
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THE DRAKE COURSE
IN

ACCOUNTANCY AND
BUSINESS ADMINISTRATION
Commends itself to those interested in this lucrative field—
BECAUSE—the course is thorough
—students are divided into small classes
—individual attention is given students
—-your own accounting problems solved
—of early evening classes
—accountancy training precedes business law
—of accessibility of school
—effective employment service

Apply for Booklet X, and details of new classes now forming.

DRAKE ACCOUNTANCY INSTITUTE
Tribune Building
154 NASSAU STREET

NEW YORK CITY

Telephone b

DIXON’S

ELDORADO
SAMPLE OFFER
Write to us on your letterhead,
tell us the kind of work you do,
and we will mail you full-length
free samples of the pencils best
suited to your particular needs.
Also write for interesting free
booklet—“FINDING YOUR

Use an HBJ Dixon’s
Eldorado Pencil for
adding up the “odd
stuff.’’ The figures will
stand out clear and dis
tinct and you will never
mistake a 3 for a 5 or
a 5 for an 8.

Pencil.”

JOSEPH DIXON CRUCIBLE CO.
Pencil Dept. 117-J, Jersey City, N. J.
Canadian Distributors
A. R. MacDougall & Co., Ltd., Toronto

Dixon’s Eldorado

is made in 17 leads—
one for every need
or preference.
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A Staff Instruction Book
“HOW TO AUDIT” is not a text
book for students of accounting. It
is a book of instructions for use as a
guide to staff auditors.

It was written by the principals of
a well-known firm of auditors and
public accountants who wished to
make sure that every job would be
handled as well as though they were
supervising it in person.

XV

COST ACCOUNTING
For MEN and WOMEN
Our course in Cost Accounting is
designed to prepare men and women
for work as cost accountants, so much
in demand just now by the Govern
ment.

A great many firms of accountants
have already placed a copy in the
hands of each of their staff members.

Other courses include Accountancy,
Auditing, Business Law, and Special
Post-Graduate Problems preparing for
C. P. A. Examination.

The price is $2.10.
quantities.

Send for catalog. Personal service
of R. J. Bennett, C. A., C. P. A.

Discounts in

The McArdle Press, Inc.
705 Third Ave.,

New York City

Bennett Accountancy Institute
261 Farragut Street, Philadelphia, Pa.

The Lloyd-Thomas Co.
RECOGNIZED AUTHORITIES ON PHYSICAL VALUES

APPRAISERS —ENGINEERS

CERTIFIED APPRAISALS
INDUSTRIAL PROPERTIES
for

Mergers
Cost Systems
insurance
Accounting

Bond Issues
Credit Extensions
Income Tax
Liquidation

WE HAVE A SPECIAL STAFF FOR
QUICK VALUATIONS OF LARGE
PROPERTIES
:
:
:
:
GENERAL OFFICES

1124-28 WILSON AVE.

CHICAGO
BRANCHES PRINCIPAL CITIES

PORTFOLIOS OF DISTINCTION
CENTURY Portfolios are equipment of distinction —
known and appreciated for their excellence of material,
superb workmanship and efficient design. In the
CENTURY “DE LUXE” PORTFOLIO (Illustrated)
you will find embodied all the essentials of a practical
Portfolio. Made of heavy English Bridle leather. Black,
Russet, or Cordovan. Solid shawl straps and adjustable
handle. Three or four wide pockets, and small pocket,
5" x 9", with flap closed by snap buttons, for memo books,
pencils, etc. Hand-made gold finished staple and hooks
for padlock. Strong suspending lock with key.
Style and Size.
3-Pkts.
4-Pkts.
507—17 " x 11½".......................... $19.50
$20.50
508—18" x 12" ........................... 20.50
21.50
Sent prepaid anywhere in the U. S. upon receipt of price.
Money immediately refunded if not satisfactory in
every respect.
CENTURY Portfolios, Brief Cases and Secretary Cases
—some priced as low as $5—described in our Catalog
“SJ.” Sent on request.
CENTURY LEATHER CRAFTS COMPANY
350 Broadway
New York City
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Business Book
Information
Our Special Service Department is
being maintained for the express pur
pose of answering inquiries relative
to books on business subjects.

Upon request, we shall be very glad
to supply free of charge, the name of
the author, the title, the publisher
and price of any business book pub
lished in this country.
Wire, write or telephone The Spe
cial Service Department when in
need of such information.

The Ronald Press Co.
20 Vesey Street
Tel. Barclay 10140

New York City

BRIEF CASES
FOR ACCOUNTANTS
AND BUSINESS MEN
The Brief Case illustrated, made of the best grade
Russet Sole Leather, Sixe 17 x 10½, has three pockets,
each with an expansion of two inches; also one small
pocket size 9x5 with flap fastened with snapbutton.
Straps extend entirely around the case; handle is ad
justable on straps, always keeps in the center; has
first class padlock with two keys. Price complete,
$19.00.
Every L.L.B. Brief Case has all the good points of
the best Brief Cases made, plus the particular atten
tion that has been paid to style. Exceptionally strong,
durable and light.
60 other styles from $6 to $19. Send for Catalog No. 27

Express prepaid anywhere in U. S.
if not satisfied.

Money back

L. L. B. CASE MFG. CO.
5 CEDAR STREET, NEW YORK

COST

ANALYSIS PAPER

Course Leading
to a

Buff and White—Four grades—
4 to 28 columns wide, in variety
of styles, always carried in stock,
padded or loose.
Send for price list and samples.

Accounting
GRADUATE COST ACCOUNTANT

DIPLOMA
Confidence in one’s self is half the battle in the
fight for Success. The Nicholson trained cost
accountant has that confidence because he is
schooled by a master in the profession—he knows
exactly what to do and how to do it. For that
reason he is a valuable man in any organization—
his position is assured—his income is big. The
Nicholson trained cost accountant is always in
demand. Write today for full particulars.
Resident and Correspondence,
Basic and Post-Graduate Courses

J. Lee Nicholson Institute of Cost Accounting
Room 337 Transportation Bldg., Chicago

L H. BIGLOW & COMPANY, Inc.
24 BEAVER STREET
NEW YORK

WHEN YOU CHANGE
YOUR ADDRESS
Be sure and give the former address as
well as the new one.
Our files are arranged geographically and
unless the old address is given, we may have
difficulty in making the requested change
promptly.
You are entitled to every issue. Don’t
miss any thru this oversight.
THE JOURNAL OF ACCOUNTANCY,
20 Vesey St.
New York, N. Y.
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A New Edition, Revised and Enlarged

BUSINESS

LAW

By THOMAS CONYNGTON
Author of “Corporate Organization and Management”

Thousands of accountants realize their need of a knowledge
of the law. Naturally they shy at the drudgery of pouring over
a dry legal treatise for they information they require.
Here is an intensely interesting and enlightening working manual.
It is written by a man who is at once an experienced lawyer and
practical business man. You will find conveniently arranged in its
easily read pages all the law you should know to protect yourself in
your business and personal transactions.
No more orderly treatment of business law has ever been produced.
Infinite pains were taken with the compilation, preparation, and check
ing of the immense body of data from which it was built, and it is
designed for use in any State.

Everyday Law for the Business Man
In this new two-volume edition Mr. Conynton presents, clearly and
interestingly, the whole subject of business law. Practically every
point has been effectively covered, with unusual up-to-dateness
and the full weight of legal authority.
It is a guide you can use—so arranged that when you go to it with a
problem, you leave it with a clean-cut idea as to what to do.

Takes You Behind the Scenes.
In the opening chapters is given an easily understood explanation of what
law and the courts really are. The significance of seals, various court
customs, and the difference between “Law” and “Equity,” are some of the
numerous puzzling points explained. In these chapters the author takes
the reader behind the scenes and shows him things as they are.

Explains the Use of Forms.
A valuable feature is the set forms, which may be used in drawing up
contracts, agreements for sales, partnership papers, powers of attorney, etc.
Concise directions are given for the use of these blanks. They are abso
lutely authentic and up-to-date and have been carefully selected to meet
a wide range of usefulness. To many business men they will be invaluable.

Questions from C. P. A. Examinations.
A peculiarly valuable characteristic of this new edition is the number of
questions which have been taken from past C. P. A. and American Insti
tute of Accountancy examinations. These have been selected and grouped
with great care and aptly placed. In the two volumes there are approxi
mately 1,000 of these questions, a feature which will undoubtedly make
the set of very material value to accountants and students of accountancy.

A Legal Guide Post.
“Business Law" is not intended to make you a full fledged lawyer. Its
purpose is to provide you with a knowledge of the law that will be amply
adequate for your everyday business problems. The books are substantially
bound in cloth and will be sent to you at once on receipt of the coupon.
If you are dissatisfied with them after looking them over, you may return
them at the end of five days or remit the price, $8.00.

Some Salient Points
Twelve ways to get in trouble in
making contracts.
The essential elements for a binding
contract.
What to consider in choosing an
executor.
Close distinctions between real and
personal property.
Precautionary steps to take before
buying real property.
Method of procedure in foreclosing
a mortgage.
The exact relations, powers, and
liabilities of principal, agent, and
subagent.
What constitutes a contract of
employment?
Why and how every employer of
labor should inform himself as to his
responsibility under the laws of his
State.
Kinds of partners.
How to get rid of an objectionable
partner.
What to do if you intend to sue for
damages under Employer’s Liability

Act.

When may a creditor bring bank
ruptcy proceedings?
Giving credit and avoiding loss.
How to protect patents, trademark,
or copyright.

The Ronald Press Company, Dept. 245
Two Volumes, Cloth Binding,
Price, $8.00

The Ronald Press Co.
20 Vesey St.,

New York City

20 Vesey Street, New York City

Gentlemen:
Please send me a copy of BUSINESS LAW, by
Conyngton.
After five days' examination I will either return
the books or remit the price, $8.00.
Name.....................................................................................................................
Business Firm or
Reference........................................................................ ....................................

Address.................................................................................................................
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Classified Advertisements
Copy for Want Ads. must be in our hands by the 22d of the month preceding the date of issue. Terms $3.00 an inch payable in advance.

HELP WANTED

HELP WANTED
Permanent positions
for
experienced
Seniors and Juniors. Apply by letter in own handwrit
ing stating experience, salary expected, references, etc.
Enclose photo. Rowland, Thomas & Company, Certified
Public Accountants, Butte, Mont.; Miles City, Mont.

Accountants-Auditors

Accountants—Senior
Permanent position on staff of established firm of Pub
lic Accountants in Southwest for several thoroughly
experienced. Senior Accountants. We desire men of
pleasing personality, capable of supervising the work
of others, and writing reports. Salary commensurate
with ability shown. All replies considered confidential.
State age, education and experience.
Address Box 273 c/o Journal of Accountancy

Accountants—Certified,
Chartered
or
- --------------- thoroughly experienced in audits, sys
tems and Excess Profit Tax Reports, by established
firm of Detroit Accountants. Chance for good man to
enter partnership. Please give complete details of ex
perience ten years back. Position permanent. Appli
cations confidential, but good character must be estab
lished before engagement.

Wanted

Address Box 282 c/o Journal of Accountancy

SITUATIONS WANTED

Seniors and Semi-Seniors
on permanent staff, New York C. P. A. firm; also ex
perienced man for Income Tax Department; unusually
desirable opportunities; salaries commensurate with ex
perience and other qualifications; state full particulars.
Address Box 279 c/o Journal of Accountancy

Accountant & Tax Expert
Several years’ experience in public accounting, tax
auditing, compiling returns, etc. Now open for posi
tion with first-class C. P. A. firm. Age 35; well edu
cated; energetic; capable. Salary $3,600 per annum.
Address Box 278 c/o Journal of Accountancy

Permanent positions for
several competent sen
iors qualified, by experience, to undertake important
work for well-known New York firm of public account
ants. Knowledge of Federal Tax laws desirable. Sal
ary based on applicant’s experience and worth. Ap
plications, which must state qualifications in detail,
age, etc., will be held in strict confidence.

Senior Accoun
tants

Address Box 263 c/o Journal of Accountancy

Young man, 33, married, desires
position with corporation.
Ten years’ experience in general and constructive
accounting, two years’ public experience with knowl
edge of Federal Taxes.

Accountant

Address Box 277 c/o Journal of Accountancy

Corporation
Executive
directing
Finances and Accounting. Compe
tent and qualified through experience. Knowledge of
general accounting, both constructive and analytical;
also financial matters. Any location. Present salary
$4,200.

Comptroller

Senior Accountants
We have room on our staff for one or two men
capable of handling audits

without supervision

directing the work of assistants.

and

Dime Savings Bank Building,

desires larger field
of endeavor.
At
present in charge of works office. Ten years’ expe
rience in general and cost accounting, including analyti
cal costs. Also purchasing, stores’ records, produc
tion, etc. Member National Cost Association; married;
age 29.

Detroit, Mich.

Address Box 275 c/o Journal of Accountancy

given to holders of C. P. A. or C. A. degrees.

Liberal

salary and permanent engagement to men who can meet
the requirements.

Address Box 265 c/o Journal of Accountancy

Preference will be

All communications confidential.
Dadson, FitzGerald & Company,

Industrial Accountant

C. P. A., well expe
rienced in general audit,
system, and corporation income tax work, desires to
make change within 60 or 90 days. Capable of super
vising work of others. Prefer offers from large ac
counting firms in New York or Chicago, but will con
sider other locations.

Senior Accountant
experienced accountant to edit and
reports in office. Good salary to
Apply giving details and references.

An

Wanted criticise
right man.

A. LEE RAWLINGS & COMPANY,
Certified Public Accountants, Norfolk, Va.

Wanted Experienced Senior for
Public Accounting Firm in Central
West. C. P. A. preferred. Splendid opportunity and
excellent future for right man.

Help Wanted

Address Box 264 c/o Journal of Accountancy

Address Box 266 c/o Journal of Accountancy

Now Auditor of a
Shipbuilding
Cor
poration, will be open for offer after November 1st.
Prefer private practice, but would consider offer from
Audit Company if extensive travel not involved.

Managing Accountant

Address Box 267 c/o Journal of Accountancy
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SITUATIONS WANTED
Age 39, wants connection with
accounting firm to take charge of
the bank work. Now employed by one of the largest
accounting firms in the South. Am married and have
held every position in bank, from office boy to cashier.

Bank Expert

Address Box 268 c/o Journal of Accountancy

C.
P. A.,
Credit
Manager,
age
43,
thoroughly trained and has dad wide experience in cor
poration finance, accounting and credits, both manufac
turing and wholesaling, desires affiliation with re
sponsible and progressive concern in the Northwest;
Wisconsin or Minnesota preferred. Now credit man
ager for one of the largest firms of its kind in the
country.
Address Box 270 c/o Journal of Accountancy

Executive Accountant

Chartered
Account
ant, at present en
gaged "with well-known firm of Public Account
ants, 31, married, desires position as Comptroller or
Auditor or as Managing Senior, with public accounting
firm. Thirteen years’ excellent training. Experienced
in office management and in Banking, Corporation, and
Public Accounting work. Minimum salary, $4,500.
Address Box 271 c/o Journal of Accountancy

Comptroller Auditor
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SITUATIONS WANTED

Accountant

Graduate four-year residence course,
University of Commerce.
Expe
rience in public accounting and department store work.
At present employed as accounting executive for large
public utility in Middle West. Wishes to make con
nection with opportunity for advancement. Age 28.
Married.
Address Box 287 c/o Journal of Accountancy

Certified Public Accountant
Desires position in executive capacity with corporation
in Chicago. Well qualified to handle any accounting
and tax problems. Married; age 35. Highest-class
references.
Address Box 290 c/o Journal of Accountancy

Accountants Can Save Money
I make a specialty of typewriting reports for account
ants who are not employing permanent typists; work
done by a public accountant; long carriage machine
used; rates reasonable.
Address Box 286 c/o Journal of Accountancy

Certified Public Accountant
will buy accounting practice in New York.

Address Box 284 c/o Journal of Accountancy

Position as traveling or resident auditor
or work requiring similar qualifications,
by young man, 23 years of age. Business college edu
cation; auditor for two years of two public service cor
porations, and general accounting experience. Em
ployed at present, but available January 1, 1921, or
sooner. Prefer the Middle East.

12 years’ experience as Senior with large firm will sell
his services for 10 days each month to practicing ac
countants.

Address Box 281 c/o Journal of Accountancy

Address Box 285 c/o Journal of Accountancy

Wanted

Certified Public Accountant

Certified Public Accountant (N. Y.) Position Wanted
with long and varied experience, at present connected
as Supervising Accountant with firm of Certified Ac
countants, would consider associating himself with prac
ticing C. P. A. who has a well-established business.
Am especially desirous of connecting with man looking
for high-grade accountant to take charge of operating
end of business, thus allowing him more freedom for
further expansion. Will make investment, and also
can swing business to right party.
Address Box 274 c/o Journal of Accountancy
Lucrative
ar
rangements can
be made by accountants and tax consultants having in
dependent practice in the Middle West to represent our
service in their section. Address Box 272 c/o Journal
of Accountancy, giving details as to location, size of
present clientele, etc.

Representatives Wanted

with
practice
in
New York City, de
sires to associate with another C. A. or C. P. A., with a
view to partnership.

Chartered Accountant

Address Box 280 c/o Journal of Accountancy

Comptroller, auditor or of
fice manager.
Now em
ployed as chief accountant for large manufacturing con
cern in Philadelphia. Have complete charge and super
vision of factory costs and general accounts, prepara
tion of monthly financial statements, etc.
Have had
six years’ public accounting experience in addition to
eight years with public utility company. Salary $6,000.
Address Box 269 c/o Journal of Accountancy

Certified Public Accountant
Age 36, married, desires opening in public or private
practice. Graduate of University, and Walton School
of Commerce; member of National Association of Cost
Accountants; has had 4 years’ experience in municipal
and public practice, and 3 years’ as Auditor and Cost
Accountant for large manufacturing industry; familiar
with Federal Tax Laws.
Address Box 276 c/o Journal of Accountancy

Practising Accountant
Old and established firm of accountants desire to pur

chase established practice, and will give consideration

to employment of present owner as resident manager.
Address Box 288 c/o Journal of Accountancy

Partner Wanted
Certified Public Accountant (N. Y.), expert auditor,
systematizer and report writer, established, with small
clientele, desires suitable partner; one able to negotiate
with high-grade business executives preferred.

Address Box 283 c/o Journal of Accountancy

Practical Accountant
with 20 years’ experience invites correspondence with
a view to forming partnership and establishing office.

Address Box 289 c/o Journal of Accountancy

When writing to advertisers kindly mention Thi Journal of Accountanc
y
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Make Your
Wants Known
When in need of accountants or in search of
an accounting connection you will save time
and money if you make your wants known
through the classified advertising pages of The
Journal of Accountancy. It is the magazine
that most accountants read from cover to cover.
The classified advertising pages receive their full
share of attention.
At $3.00 an inch you can place your want ad
vertisement on this classified page—the national
market place for accountants.
Over 16,000 copies of this issue have been
printed and will be distributed among our
readers in every state in the Union.

Copy for the November issue should be in
our hands on or before November 1st.

Want Ad Department

THE JOURNAL OF ACCOUNTANCY
20 VESEY ST.

NEW YORK, N. Y.

When writing to advertisers kindly mention The Journal of ACCOUNTANCY

THE JOURNAL OF ACCOUNTANCY

The Accountants' Directory
and Who’s Who
is in press and will be ready for delivery on November 1st.

It will feature:
(1) A complete list of practitioners in the United
States and Canada.
(2) An extensive collection of selected biographies.
(3) An appendix devoted to facts regarding the per
sonnel of important accounting associations.

Price $10.00 per copy, with special rates for quantities to
be used for presentation purposes, either stamped or with
a card enclosed.

THE FORTY-FIFTH STREET PRESS.
145 WEST 45th STREET.

NEW YORK. N. Y.

NEW YORK UNIVERSITY
offers to high school graduates a regular day course (3 years) and a regular
evening course (4 years) leading to the B. C. S. and M. C. S. degrees in its

School of Commerce, Accounts and Finance
at the Washington Square Building, 32 Waverly Place, New York. Students
may specialize in Accounting, Advertising and Marketing, Finance, Manage
ment and other business fields.
New York University also offers to college graduates a two year course leading
to the M. B. A. degree in its

Graduate School of Business Administration
at the Wall Street Building, 90 Trinity Place, New York.
Students here may specialize in Accounting, Banking, Business Statistics,
Investments and Finance, Foreign Trade, and the like.
Bulletin of either course will be sent upon application to the Secretary,

NEW YORK UNIVERSITY SCHOOL OF COMMERCE,

Accounts and Finance,
32 Waverly Place,
When writing to advertisers kindly mention The Journal
Roy Press, New York.

New York City.
of

Accountancy

THE JOURNAL OF ACCOUNTANCY

Pace Institute pro
vides teaching of a dis
tinctive kind for an exacting

clientele of forward-looking men and
women the country over—teaching that is
intimately personal, productive—teaching
that has pioneered the way for thousands of notable
individual achievements in professional Account
ancy and in organized Business.
Pace Institute, grown large by reason of recognized service, still
teaches, both in Resident Schools and by Extension through the
mails, in the distinctive, intimate way that characterized its
early work of fifteen years ago—still maintains its unique peda
gogic procedures, its effective union between theory and practice,
its policy of personal appraisement and service, its genuine in
terest in the development and success of its students and grad
uates.
Mid-fall class groups in Accountancy and Business Organiza
tion (day and evening classes) are now being formed at Pace
Institute, New York, Boston, and Washington.

$7 Month’s Trial Instruction
The Pace Courses are also successfully taught by Extension through the
mails. Prospective Extension students are given the unusual privilege
of enrolling for one month’s trial instruction, with the charge for tuition
and text limited to $7. There is no obligation whatsoever to continue the
Course.

Send for “Making Good”—a timely booklet of 40 pages giving the experi
ences of many men and women who have made good in Accountancy and
Business. Specify whether you are interested in Resident or Extension
instruction.

Pace & Pace
715 G Street, N. W.

30 Church Street

Tremont Temple

Washington, D. C.

New York City

Boston, Mass.
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